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PART |

ITEM 1. BUSINESS

As used in this 2003 Annual Report on Form 10-K, the terms “Boise” and “we” include Boise
Cascade Corporation and its consolidated subsidiaries and predecessors. Qur Securities and
Exchange Commission (SEC) filings, which include this Annual Report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all related amendments, are available, free
of charge, on our website at www.bc.com, Investor Relations, SEC filings. These reports are
available soon after they are filed electronically with the SEC.

General Overview

Boise is a multinational contract and retail distributor of office supplies and paper, technology
products, and office furniture. Boise is also a major distributor of building materials and an
integrated manufacturer and distributor of paper, packaging, and wood products. We are
headquartered in Boise, Idaho, with domestic and international operations. We own or control
approximately 2.4 million acres of timberland in the United States. We were incorporated under the
laws of Delaware in 1931 under the name Boise Payette Lumber Company of Delaware, as a
successor to an Idaho corporation formed in 1913. In 1957, our name was changed to Boise
Cascade Corporation.

We have historically reported our business results using four reportable segments: Boise Office
Solutions; Boise Building Solutions; Boise Paper Solutions; and Corporate and Other (support staff
services). In December 2003, we acquired OfficeMax, inc. (OfficeMax). After the acquisition, we
began reporting Boise Office Solutions as two separate segments, Boise Office Solutions, Contract,
and Boise Office Solutions, Retail. All of our segments, except Boise Office Solutions, Retail, have a
December 31 year-end. Our Boise Office Solutions, Retail, segment maintains a fiscal year that
ends on the Jast Saturday in December, which in 2003 was December 27. We consolidate the
fiscal-year results of Boise Office Solutions, Retail, with the calendar-year results of our other
segments. We present information pertaining to each of our five segments and the geographic
areas in which they operate in Note 16, Segment Information, of the Notes to Consolidated
Financial Statements in “ltem 8. Financial Statements and Supplementary Data” of this Form 10-K.

Our acquisition of OfficeMax significantly changed our business mix and was in keeping with
our long-term strategy of growing our distribution businesses. The acquisition more than doubled
the size of Boise Office Solutions, and this part of our business now generates approximately
two-thirds of total company sales. Approximately 80% of our sales how come from our office
products and building materials distribution businesses, with the remainder coming from our
traditional paper and building products manufacturing businesses. For more information about our
acquisition of OfficeMax, see Note 2, OfficeMax Acquisition, of the Notes to Consolidated Financial
Statements in “ltem 8. Financial Statements and Supplementary Data” of this Form 10-K.

Given the scale of the OfficeMax acquisition, we have undertaken a review of the direction of
the company as a whole by exploring strategic alternatives for our paper and building products
businesses. We are considering alternatives ranging from no change in our business mix to
potential restructurings, divestitures, spinoffs, and/or other business combinations. We expect this
process, which began late in 2003, to take 12 to 18 months. The timing, outcome, and
implementation of this review may significantly affect the company, its structure, and our business
mix.




Boise Office Solutions, Contract

Boise distributes a broad line of items for the office, including office supplies and paper,
technology: products, and office furniture, through our Boise Office Solutions, Contract, segment.
This segmeént markets and sells through field salespeople, catalogs, the Internet, and stores in
Canada, Hawaii, Australia, and New Zealand. It also includes sales generated by OfficeMax’s field
salespeople, catalogs, and E-commerce business after December 9, 2003. Substantially all products
sold by this segment are purchased from outside manufacturers or from industry wholesalers,
except office papers, which are sourced primarily from our paper operations. Boise Office Solutions,
Contract, selis these office products directly to large corporate, government, and small and medium
sized offices in the United States, Canada, Australia, New Zealand, and Mexico.

Customers with more than one location are often served under the terms of one national
contract that provides consistent products, prices, and service to multiple locations. If the customer
desires, we also provide summary billings, usage reporting, and other special services. On
January 31, 2004, Boise Office Solutions, Contract, operated 80 distribution centers, 6 customer
service centers, 5 wholesale/manufacturing facilities, and 2 outbound sales centers. Boise Office
Solutions, Contract, also operated 106 stores in Canada, Hawaii, Australia, and New Zealand.

Boise Oﬁice Solutions, Contract, sales for 2003, 2002, 2001, 2000, and 1999 were
$3,742 million, $3,546 million, $3,536 miliion, $3,697 million, and $3,397 million, respectively.

Bo:se Office Solutlons, Retall

Boise Office Solutions, Retall which operates under the trade name OfficeMayx, is a retail
distributor of office supplies and paper, technology products, and office furniture. lts superstores
feature CopyMax® and FurnitureMax® in-store modules devoted to print-for-pay services and office
furniture. Our retail segment has operations in the United States, Puerto Rico, and the U.S. Virgin
Islands and a 51%-owned joint venture in Mexico. In 2003, all products sold by this segment were
purchased from outside manufacturers or from industry wholesalers. The retail office products
segment did not purchase any office paper from Boise during 2003, but it will in the future. The
combined Boise Office Solutions, which comprises our contract and retail segments, expects to sell
approximately 650,000 tons of Boise office paper in 2004, compared with 568,000 tons in 2003.

This segment includes the operating results of our office supply superstores. On January 31,
2004, our retail office products segment operated 970 superstores, 3 large distribution centers that
support the superstores, 3 small-format stores, and 1 small distribution center. Boise Office
Solutions, Retail, sales from December 10 to December 27, 2003, were $283 million.

Bo:se Bu:ldmg Solutlons

Boise is a major producer of structural panels (plywood and oriented strand board), lumber,
and particleboard through our Boise Building Solutions segment. We also manufacture engineered
wood products, including laminated veneer lumber (LVL), which is a high-strength engineered
structural lumber product; wood I-joists; and laminated beams. Most of our production is sold to
independent wholesalers and dealers and through our own wholesale building materials distribution
outlets. Our wood products are used primarily in housing, industrial construction, and a variety of
manufactured products. Building materials manufacturing sales for 2003, 2002, 2001, 2000, and
1999 were $824 million, $774 million, $792 million, $882 million, and $958 million, respectively,
while building materials distribution sales for the same years were $2,048 million, $1,696 million,
$1,596 million, $1,601 million, and $1,289 million. :




The following table lists annual practical capacities of our building materials manufacturing
facilities as of December 31, 2003, and production for 2003:

Number of Capacity at
Mills(a) December 31, 2003(a)(b) Production
(millions)

Plywood and veneer (sq ft) (34" basis)(c) . . 11 1,780 , 1,855
Oriented strand board (OSB) (sq ft) (34"

basis)(d). ........ ... ... .. .. ... 1 440 - 432
Particleboard (sq ft) (34" basis) ......... 1 200 150
Lumber (board feet) . .. .............. 7 380 356
Engineered wood products(e) ... ... .. .. 3

Laminated veneer lumber (LVL) (cubic ‘

feet) ... .. 19 15

I-joists (equivalent lineal feet)e) .. ... .. 194

Brazilian veneer (sq ft) (3" basis)(f) ... ... 1 150 66

(@) In February 2004, we sold our plywood and lumber operations in Yakima, Washington. The sold mills represented about
11% of the plywood capacity and about 13% of the lumber capacity reflected in the table.

(b) Capacity is production assuming normal operating shift configurations.
(¢) Production and capacity applicable to plywood only.

(d) In 1995, we formed a joint venture to build an oriented strand board (OSB) plant in Barwick, Ontario, Canada. We own
47% of the joint venture and account for it on the equity method. Abitibi-Consolidated Company of Canada, the
Northwestern Mutual Life insurance Company, and Allstate Insurance Company together hold the other 53%. The
440 million square feet of annual capacity represents 100% of the production volume.

{e) A portion of laminated veneer lumber production is used to manufacture |-joists at two engineered wood products
plants. Capacity is based on laminated veneer lumber production only.

() Most of the veneer is used for production of LVL at our plant in Alexandria, Louisiana. The remainder is processed into
plywood in Brazil.

The following table lists sales volumes for our building materials manufacturing business for the
years indicated:

2003 2002 2001 2000 1999

(millions)
Plywood (sqft) 3" basis) ... ....... ... . ... ...... 1,890 1,788 1,816 1,881 1,529
Oriented strand board (sq ft) (3" basis){@ ............. 432 417 389 397 374
Particleboard (sq ft) 3" basis) ..................... 153 189 199 193 187
Lumber (boardfeet) . .. ....... ... ... .. .. .. L. 364 395 398 461 517
Laminated veneer lumber (cubicfeet) . ......... ... ... 9.8 7.8 6.7 6.3 55
l-joists (equivalent lineal feet) ........... e 200 166 156 142 135

{a) Represents 100% of the sales volume from our joint venture, of which we own 47%.

Iin 2001, we began construction of a new facility near Elma, Washington, to manufacture
integrated wood-polymer building materials. The plant has had a very difficult start-up, in part due
to the plant’s unique manufacturing processes. While product quality has met our expectations,
production has not reached anticipated levels. We recently announced that we would temporarily
discontinue production at the facility to allow us to make the technical improvements necessary to




increase production levels. We are not able to predict how long these |mprovements may take or at
what time shipments of product will resume.

Boise operates 27 wholesale building materials distribution facilities. These operations market a
wide range of building materials, including lumber, plywood, oriented strand board, particleboard,
decking, engineered wood products, paneling, drywall, buiiders’ hardware, and metal products.
These products are distributed to retail lumber dealers, home centers specializing in the
do-it-yourself market, and industrial customers. A portion (approximately 21%) of the lumber,
panels, and engineered wood products sold by our distribution operations is provided by our
manufacturing facilities, and the balance is purchased from outside sources.

Boise Paper Solutions

Boise manufactures and sells uncoated free sheet papers (office papers, printing grades, forms
bond, envelope papers, and value-added papers), containerboard, corrugated containers,
newsprint, and market pulp through our Boise Paper Solutions segment. Boise Paper Solutions
sales for 2003, 2002, 2001, 2000, and 1999 were $1,853 million, $1,878 million, $1,942 million,
$2,048 million, and $1,887 million, respectively.

This business segment is focused primarily on uncoated free sheet papers and containerboard
and corrugated containers. Uncoated free sheet represented 56% of segment revenues in 2003,
containerboard and corrugated containers accounted for 20%, and newsprint accounted for 9%,
Market pulp and wood fiber accounted for the remaining 15% of revenues.

About 41% of our uncoated free sheet paper, including about 77% of our office papers, was
sold through Boise Office Solutions. We expect this percentage to increase with the addition of our
retail office products segment. The equivalent of 54% of our containerboard production is
consumed by our corrugated container plants.

Our paper, containerboard, and newsprint are manufactured at five mills in the United States.
These mills had an annual capacity of 2.9 million short tons (2,000 pounds) on December 31, 2003.
With the exception of newsprint, our products are sold to distributors, including Boise Office
Solutions, and industrial customers, primarily by our own sales personnel. Newsprint is marketed by
Abitibi-Consolidated Company of Canada. Our corrugated containers are manufactured at five U.S.
plants, which have an annual capacity of approximately 6.5 billion square feet. The containers
produced at our plants are used to package fresh fruit and vegetables, processed food, beverages,
and many other industrial and consumer products. We sell our corrugated containers primarily
through our own sales personnel.

Our paper mills are supplied with pulp primarily from our own integrated pulp mills. Pulp mills
in the Northwest manufacture chemical pulp from wood residuals produced as a byproduct of solid
wood products manufacturing facilities. They also obtain fiber from our cottonwood fiber farm near
Wallula, Washington. Pulp mills in the Midwest and South manufacture chemical,
thermomechanical, and groundwood pulp, primarily from pulpwood logs and, to a lesser extent,
from wood residuals from solid wood products manufacturing facilities. We also process most of
the recycled fiber used in our paper and containerboard products.

Wood reéiduals are provided by our own sawmills and panel plants in the Northwest and, to a
lesser extent, in the South or are purchased from outside sources.




The following table sets forth annual practical capacities of our paper manufacturing locations
as of December 31, 2003, and production for 2003:

Number of Capacity at
Machines December 31, 2003(a) Production
‘ (short tons)

PULP AND PAPER MILLS

Jackson, Alabama ‘
Uncoated freesheet .................. ‘ 2 520,000 425,000
DeRidder, Louisiana

Containerboard . .. .................. 1 560,000 525,000
Newsprint .. ........... .. ... ....... 2 440,000 413,000
International Falls, Minnesota , ‘
Uncoated free sheet . ... ... ... e .4 560,000 - - 479,000
St. Helens, Oregon
Uncoated freesheet ... .............. : 3 250,000 248,000
Marketpulp ........ ... ... ... .. .. — 115,000 99,000
Wallula, Washington
Uncoated free sheet .. ... ... ......... 1 250,000 227,000
Marketpulp ............c.ciiin.. 1 "115,000 - 103,000
Containerboard . .. .................. 1 130,000 127,000
15 2,940,000 2,646,000
ANNUAL CAPACITY BY PRODUCT
Uncoated freesheet . .. ................ ' 1,580,000
Containerboard . ............. .. ...... 690,000
Newsprint. . .. ......... ... .. ......... : 440,000
Marketpulp ......... .. ... . .. L 230,000

2,940,000

(@ Cabacity assumes production 24 hours per day, 365 days per year, except for days allotted fbr planned maintenance.
The following table sets forth sales volumes of paper and paper products for the years
indicated: ,

2003 2002 2001 2000 1999
(thousands of short tons)

Uncoated free Sheet . . ... oo oo e 1,396 1,425 1,386 1,393 1,426

Containerboard . . . ........ . i 650 654 644 680 655
Newsprint. ............... R L 416 406 395 423 422
Marketpulpandother........... .. ... .. ... . ... . 146 179 157 150 149

2,608 2,664 2,582 2,646 2,652

(millions of square feet)

Corrugated containers. . .. ....... .. ... i 4591 4,463 4,736 4,968 4,681




Timber Resources

The primary raw material we use in our paper and building products segments is wood fiber.
The primary sources of wood fiber are timber and the byproducts of timber, such as wood chips,
wood shavings, and sawdust. Factors such as governmental forest management practices and
regulations and urban real estate development influence the supply of timber.

We own or control approximately 2.4 million acres of timberland in the United States. We
manage our timberlands as part of our Boise Building Solutions and Boise Paper Solutions
segments. The financial impact of our timberlands on our results of operations is included in these
segments. The open-market cost of timber and other wood fiber is subject to commodity pricing,
which can fluctuate greatly depending on weather, governmental restraints, and industry conditions.
The amount of timber we harvest each year from our own timber resources, compared with the
amount we purchase from outside sources, varies according to the price and supply of wood fiber
for sale on the open market and the harvest levels we deem sound in the management of our
timberlands. During 2003, we met 47% of our fiber needs through our own timber and wood fiber
sources, 42% through private sources, and 11% through government sources. During 2002, these
percentages were 49%, 39%, and 12%, and in 2001, they were 44%, 47%, and 9%.

In March 2002, we announced that we would no longer harvest timber from old-growth forests
in the United States. This policy became effective in 2004. As a result of this policy, we will not
enter into any timber sale contracts on public or private forestlands that require harvesting
old-growth forests. This policy formally recognizes a trend that we had already been following for
several years. Our formal adoption of this policy will not materially affect our available timber
supply.

Changes in government policy and environmental litigation can cause the amount of timber
available for commercial harvest from public and private lands to vary considerably. Declines in the
amount of timber offered for sale can negatively affect our wood manufacturing facilities. in recent
years, these declines have been severe enough to cause the closure of numerous facilities,
including two of our own. Future legislation and litigation concerning the use of public lands, the
protection of endangered species, the promotion of forest health, and the response to and
prevention of catastrophic wildfires may either increase or decrease the amount of timber supply
from both pubiic and private forestlands. As a result, we cannot accurately predict future log supply
and costs or its potential impact on our manufacturing facilities.

In 2003, we sold approximately 9,100 acres of timberland in Idaho and 2,500 acres in Alabama.
in 2002, we purchased approximately 28,000 acres of timberland to support the operations of our
plywood and lumber mills in northeastern Oregon and also sold approximately 4,600 acres in
Alabama. In 2001, we purchased approximately 19,000 acres of timberland to support the
operations of our pulp and paper mill in Jackson, Alabama. Fiber for our veneer and plywood plant
in Brazil is initially coming from private sources. Boise manages the land and trees and schedules
the harvest for one of these private sources in Brazil under muiltiyear agreements, This private
source provides a significant portion of our plant’s fiber needs. In 2001, we aiso purchased
approximately 35,000 acres of eucalyptus plantation land in Brazil to meet the future fiber
requirements of the plant.

- Long-term leases of private timberlands generally provide Boise with timber harvesting rights
and carry with them the responsibility for managing the timberiands. The remaining life of all leases,
including renewal terms, ranges from 13 to 62 years. In addition, we have an option to purchase
approximately 200,000 acres of timberland under lease and/or contract in the southern United
States. We manage our timberlands efficiently so that they will provide a sustained supply of wood
for future needs. We work to improve tree selection, site preparation, planting, fertilization, thinning,
and logging techniques. Using standard plant breeding techniques, we are able to plant and grow




trees that are larger, grow faster, and have greater disease resistance and a higher proportion of
usable fiber. Computerization enables us to compile and analyze complex data to identify the most
beneficial level of management for specific timberland tracts. We assume substantially all risks of
loss from fire and other casualties on all standing timber we own.

During 2003, our mills processed approximately 175 million cubic feet of sawtimber (timber
used to make iumber and veneer) and 239 million cubic feet of pulpwood (timber used in
papermaking); we harvested 56% of the sawtimber and 28% of the pulpwood from our owned or
controlled timber resources. We acquired the balance from various private and government
sources. Approximately 57% of the 1.1 million bone-dry units {a bone-dry unit is 2,400 dry pounds)
of hardwood and softwood chips consumed by our Northwest pulp and paper mills in 2003 came
from internal sources, including our whole-log chipping facility; our cottonwood fiber farm near
Wallula, Washington; and our Northwest building materials manufacturing facilities as residuals from
processing solid wood products. Excluding the chips provided by our Yakima plywood and lumber
operations, which were sold in February 2004, about 50% of the chips came from internal sources.
Of the 265,000 bone-dry units of residual chips used in the South, our Southern building materials
manufacturing facilities provided 64%.

The following table shows the acreages of owned or controlled timber resources by geographic
area in the United States and the approximate percentages of total fiber requirements available from
our respective timber resources in these areas and from the residuals from processed purchased
logs at December 31, 2003, 2002, and 2001. )

Northwest(a)(e) Midwest(b) South(c) Total(d)
2003 2002 2001 2003 2002 2001 2003 2002 2001 2003 2002 2001
(thousands of acres)

Fee ........ ... ... ... ... . ... 1,306 1,310 1,281 309 308 308 431 434 438 2,046 2,052 2,027
Leasesand contracts . .. .......... 25 28 30 — — -— 289 289 288 314 317 318

1,331 1,338 1,311 309 308 308 720 723 726 2360 2,369 2,345

Approximate % of total fiber requirements
available from:{e)

Owned or controlled timber resources . 41% 37% 35% 18% 19% 19% 49% 50% 44% 41% 39% 36%
Residuals from processed purchased : )
logs . ... ... .o 9 9 8 — —_ — 3 4 4 6 6 <]

50% 46% 43% 18% 19% 19% 52% 54% 48% 47% 45% 42%
(a) Principally sawtimber. '
(b) Principally pulpwood.
(c) Sawtimber and pulpwood.

(d) At December 31, 2003, our inventory of sawtimber that was mature enough to harvest and process was approximately
1,439 million cubic feet, and our inventory of puipwood was approximately 893 million cubic feet. At December 31, 2002,
these inventories were approximately 1,492 million cubic feet of sawtimber and 8953 million cubic feet of pulpwood, and
at December 31, 2001, these inventories were approximately 1,440 million cubic feet of sawtimber and 872 million cubic
feet of pulpwood.

(e) Assumes harvesting of company-owned or controlled timber resources to provide a dependable economic supply of
wood fiber to our paper and building materials manufacturing facilities operating at practical capacity. Percentages
shown represent weighted average consumption on a cubic foot basis.

You can find additional information about our timber resources under the caption “Timber
Supply” in “item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations” of this Form 10-K.




Environmental Issues

QOur discussion of environmental issues is presented under the caption “Environmental” in
“ltem 7. Management'’s Discussion and Analysis of Financial Condition and Results of Operations”
of this Form 10-K. In addition, environmental issues are discussed under “ltem 3. Legal
Proceedings’.of this Form 10-K. ‘

Capital Investment

Information concerning our capital expenditures is presented under the caption “Investment
Activities” and in the table titled ‘2003 Capital Investment by Segment” in “ltem 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations™ of this Form 10-K.

Energy

Boise Paper Solutions is our primary energy user. In this segment, sources of self-generated
energy, such as wood wastes, pulping liquors, and hydroelectric power, provided 59% of total
energy requirements in 2003, compared with 57% in 2002 and 55% in 2001. The remaining energy
requirements were fulfilled by purchased sources in 2003 as follows: natural gas, 56%; electricity,
34%; and residual fuel oil, 10%. .

Competition

The markets in each of our business segments are large, fragmented, and highly competitive.
Our products and services compete with similar products manufactured and distributed by others.
Many. factors influence our competitive position in each of our operating business segments. Those
factors include price, service, quality, product selection, and convenience of iocation..

Some of our competitors in each of our segments are larger than we are and have greater
financial resources. These resources afford those competitors greater purchasing power, increased
financial flexibility, and more capital resources for expansion and improvement. This may enable
those competitors to compete more effectively than we can:

Boise Office Solutions, Contract. The business-to-business office products market is highly
competitive.. Purchasers of office products have many options when purchasing office supplies and
paper, technology products, and office furniture. We are among the four largest
business-to-business contract stationers in the United States. We also compete with worldwide
contract stationers, large retail office praducts suppliers, direct-mail distributors, discount retailers,
drugstores, supermarkets, and thousands of local and regional contract stationers, many of whom
have long-standing customer relationships. Increased competition in the office products industry,
together with increased advertising, has heightened price awareness among end-users. Such
heightened price awareness has led to margin pressure on office products. Besides price,
competition is also based on customer service. We believe our excellent customer service gives us
a competitive advantage among business-to-business office products distributors. Our ability to
network our distribution centers into an integrated system enables us to serve, at a competitive
cost, large national accounts that rely on us to deliver consistent products, prices, and service to
multiple locations. '

Boise Office Solutions, Retail. The domestic and international office products superstore
industry, which includes superstore chains, Internet merchandisers, and numerous other
competitors, is highly competitive. Businesses in the office products superstore industry compete
on the basis of pricing, product selection, convenient locations, customer service, and ancillary
business offerings.




We currently have two direct domestic superstore competitors, Office Depot and Staples,
whose stores are similar to OfficeMax superstores in terms of store format, pricing strategy, and
product selection. We expect to experience increased competition from computer and electronics
superstore retailers, mass merchandisers, Internet merchandisers, and wholesale clubs. In
particular, mass merchandisers, such as Wal-Mart, and wholesale clubs have increased their
assortment of office products to attract home office customers and individual consumers. Further,
various other retailers that have not historically competed with superstores, such as drugstores and
grocery chains, have begun carrying at least a limited assortment of paper products and other
basic office supplies. We expect this trend toward a proliferation of retailers offering a limited
assortment of office supplies to continue. We may be subject to increasing competition from
Internet merchandisers that have minimal barriers to entry. These competitors include traditional
retailers that sell through the Internet, Internet sites that target the small business market with a full
line of business products or service offerings, and Internet sites that sell or resell office products,
technology products, and business services. We also anticipate increasing competition from our
office supply superstore competitors and various other providers that have not historically competed
with superstores in the print-for-pay business, which has historically been a key point of difference
for OfficeMax superstores. Such increased competition could adversely affect our results of
operation and profit margins.

We believe we will compete favorably with our competitors by differentiating ourselves based
on the breadth and depth of our in-stock merchandise offering, along with specialized service
offerings, everyday low prices, quality customer service, and the efficiencies and convenience for
our customers of our combined Contract and Retail distribution channels with Boise Office
Solutions.

Boise Building Solutions. The building products markets in which we compete are very large
and highly fragmented, with fewer than ten national producers but hundreds of {ocal and regional
manufacturers and distributors. In plywood, laminated veneer lumber, and I-joists, we are among
the top four domestic producers. We hold much smaller competitive positions in other building
products. Most of our competitors are located in the United States and Canada, although we have
seen increasing competition from outside North America. We compete not only with manufacturers
and distributors of similar building products but also with products made from alternative materials,
such as steel and plastic. Many factors (chiefly price, quality, and service) influence competition in
the building products markets. Our attention to quality and customer service are our primary
competitive advantages in this segment.

Boise Paper Solutions. Our major paper products are uncoated free sheet, containerboard,
and newsprint, all of which are globally traded commodities with numerous worldwide
manufacturers and distributors. About a dozen major manufacturers compete in the North American
paper market. We are among the top four North American producers of uncoated free sheet
papers. We hold much smaller positions in the newsprint and containerboard markets. Price,
quality, and service are important competitive determinants across paper markets. All of our paper
manufacturing facilities are located in the United States, and we compete largely in the domestic |
arena. We do, however, face competition from foreign producers. The level of this competition
varies, depending on the level of demand abroad and the relative rates of currency exchange. In
general, paper production does not rely on proprietary processes or formulas, except in highly
specialized or custom grades.

Our paper products also compete with electronic transmission and document storage
alternatives. As trends toward more use of these alternatives continue, we may see variances in the
overall demand for paper products or shifts from one type of paper to another. For example, '
demand for newsprint has declined, as newspapers are replaced with electronic media.




Seasonality

Our-office products businesses are seasonal: Sales in the second quarter and summer-months
are historically the slowest of the year. Our building products businesses are dependent on housing
starts, repair-and-remodel activity, and commercial and industrial building, which in turn are
influenced by the availability and cost of mortgage funds. Declines .in building activity that may
occur during winter affect our building products businesses. In addition, cold weather may affect
our operating costs (including energy) at our manufacturing facilities.

Working Capital

We have no unusual working capital practices. We believe the management practices followed
by Boise with respect to warking capital confarm to common business practices in the United .
States. ‘ .

Acquisitions and Divestitures

We engage in acquisition and divestiture discussions with other companies and make
acquisitions and divestitures from time to time. It is our policy to review our operations periodically
and to dispose of assets that fail to meet our criteria for return on investment or cease to warrant
retention for other reasons. See Note 2, OfficeMax Acquisition; Note 4, Other (Income) Expense,
Net; and Note 15, Cost-Reduction Program, Restructuring Activities, and Facility Closures, of the
Notes to Consolidated Financial Statements in “ltem 8. Financial Statements and Supplementary
Data” of this Form 10-K.

Employees

On December 31, 2003, we had 55,618 employees, about 18,000 of whom worked part time.
Approximately 6,568 of our employees were covered under collective bargaining agreements. On
April 30, 2004, contracts covering approximately 765 workers in our pulp and paper mill in
International Falls, Minnesota, are scheduled to expire. On June 1, 2004, contracts covering
approximately 965 workers in our Northwest building materials manufacturing facilities are,
scheduled to expire.

Identification of EXécutivé Officers

lnformatlon with respect to our executive officers is set forth in “ltem 10. Directors and
Executive Officers of the Registrant” of this Form 10-K.

ITEM 2. PROPERTIE_S |

We own substantially all of our facilities other than those in Boise Office Solutions. The majority
of our Boise Office Solutions facilities are rented under operating leases. Regular maintenance,
renewal, and new construction programs have preserved the operating suitability and adequacy of
our properties. Our properties are in good operating condition and are suitable and adequate for
the operations for which they are used. We own substantially all equipment used in our facilities.
Information concerning production capacity and the utilization of our manufacturing facilities is
presented in “ltem 1. Business” of this Form 10-K.

Following is a list of our facilities by segment as of January 31, 2004. In addition, our corporate
headquarters is in Boise, Idaho.
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Boise Office Solutions, Contract

- Kentucky

80 distribution centers in 31 states, the District of Columbia, Canada, Australia, New Zealand,
and Mexico. ‘

Arizona
California
Colorado
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
jllinois
Indiana

=S S NN~ RN W_A 2NN

Maine
Massachusetts
Michigan
Minnesota
Missouri
Nevada

New Jersey
New Mexico
New York
North Carolina
Ohio
Oklahoma

= W= MN-=-N2WNDNDN =

Oregon
Pennsylvania
Tennessee
Texas

Utah

Virginia
Washington
Wisconsin
Canada
Australia
New Zealand
Mexico

106 stores in Hawaii (8), Canada (70), Australia (6), and New Zealand (22).
6 customer service centers in Hllinois (2), Ohio, Texas, Virginia, and Wyoming.

5 wholeséle/manufacturing facilities in Australia (1) and New Zealand (4).

2 outbound sales centers in lllinois and Oklahoma.

Boise Office Solutions, Retail

@)

Alabama’ 13
Alaska 3
Arkansas 2
Arizona 33
California 83
Colorado 25
Connecticut 10
Delaware 2
Florida 57
Georgia 31
Hawaii 4
ldaho 6
llinois 54
Indiana 19
lowa 10
Kansas 11
Kentucky 8
Louisiana - 7

Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico -
New York
North Carolina
North Dakota
Ohio
Oklahoma

2
2

17

44
33
6
23
3

7.

13
3
16
9
40
28
3
50
4

970 superstores in 49 states, Puerto Rico, the U.S. Virgin Islands, and Mexico.

Oregon
Pennsylvania
Rhode island
South Carolina
South Dakota
Tennessee
Texas

Utah

Virginia
Washington
West Virginia
Wisconsin
Wyoming
Puerto Rico

U.S. Virgin Islands

Mexico

3 large distribution centers in Alabama, Nevada, and Pennsylvania.

3 small-format stores in Hinois (2) and Ohio.

1 distribution center in Mexico.(a)

Represents the locations for our 51%-owned joint venture in Mexico.
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Boise Building Solutions

7 sawmills in Alabama (1), Oregon (3), and Washington (3).

12 plywood and veneer plénts in Louisiana (2), Oregon (7), Washington (2), and Brazil (1).
1 particléboard plant in Oregon.

3 laminated veneer lumber/wood ljoist plants in Louisiana, Oregon, and Canada.

1 wood beam plant in Idaho.. _ , '

1 oriented strand board joint venture, of which we own 47%, in Canada.

- 27 wholesale building materials distribution facilities in 21 states.

Arizona

1 Maryland 1 New Mexico 1
California 1 Massachusetts 1 North Carolina 1
Colorado 2 Michigan 1 Oklahoma 1
Florida 1 Minnesota 1  Tennessee 1
Georgia 1 Montana 1 Texas 2
idaho 2 New Hampshire 1 Utah 1
INinois 1 New Jersey 1 Washington 4

Boise Paper Solutions

5 pulp and paper mills in Alabama, Louisiana, Minnesota, Oregon, and WasHington.
6 distribution centers in California, Georgia, lllinois, New Jersey, Oregon, and Texas.
2 converting facilities in Oregon and Washington. ‘

5 corrugated container plants in Idaho (2), Oregon, Utah, and Washington.

Timber Resources

For details about our timber properties, see the table under “Timber Resources” in “ltem 1.
Business” of this Form 10-K.

'TEM 3. LEGAL PROCEEDINGS

We have been notified that we are a “potentially responsible party” under the Comprehensive
Environmental Response, Compensation and Liability Act (CERCLA) or similar federal and state
laws, or have received a claim from a private party, with respect to 16 active sites where hazardous
substances or other contaminants are or may be located. In most cases, we are one of many
potentially responsible parties, and our alleged contribution to these sites is relatively minor. For
sites where a range of potential liability can be determined, we have established appropriate
reserves. We believe we have minimal or no responsibility with regard to several other sites. We
cannot predict with certainty the total response and remedial costs, our share of the total costs, the
extent to which contributions will be available from other parties, or the amount of time necessary to
complete the cleanups. Based on our investigations; our experience with respect ta cleanup of
hazardous substances; the fact that expenditures will, in many cases, be incurred over extended
periods of time; and the number of solvent potentially responsible parties, we do not believe that
the known actual and potential response costs will, in the aggregate, materially affect our financial
position or results of operations.

12




Over the past several years and continuing into 2004, we have been named a defendant in a
number of cases where the plaintiffs allege asbestos-related injuries from exposure to asbestos
products or exposure to asbestos while working at job sites. The claims vary widely and often are
not specific about the plaintiffs’ contacts with the company. None of the claims seeks damages
from us individually, and we are generally one of numerous defendants. Many of the cases filed
against us have been voluntarily dismissed, although we have settied some cases. The settiements
we have paid have been covered mostly by insurance, and we believe any future settlements or
judgments in these cases would be similarly covered. To date, no asbestos case against us has
gone to trial, and the nature of these cases makes any prediction as to the outcome of pending
litigation inherently subjective. At this time, however, we believe our involvement in asbestos
litigation is not material to either our financial position or our results of operations.

We are also involved in other litigation and administrative proceedings arising in the normal
course of our business. In the opinion of management, our recovery, if any, or our liability, if any,
under pending litigation or administrative proceedings, including those described in the preceding
paragraphs, would not materially affect our financial position or results of operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITIES HOLDERS

We held a special meeting of shareholders on December 9, 2003. A total of 63,806,888 shares
of common and preferred stock were outstanding and entitled to vote at the meeting. Of the total
outstanding, 46,254,525 shares were represented at the meeting.

Our shareholders approved the adoption of the Agreement and Plan of Merger among us; our
subsidiary, Challis Corporation; and OfficeMax, including authorizing the issuance of shares of
Boise common stock in the merger, with 35,234,446 votes cast for and 10,664,172 against, while
355,907 shares abstained.

Our shareholders approved the amendment to the 2003 Boise Incentive and Performance Plan
to increase the number of shares of Boise common stock available for issuance under the pian,
with 24,414,863 votes cast for and 21,355,451 against, while 484,211 shares abstained.




PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

Our common stock is listed on the New York Stock Exchange (Exchange). The Exchange
requires each listed company to distribute an annual report to its shareholders. We are distributing
this Form 10-K to our shareholders in lieu of a separate annual report. The high and. low sales
prices for our common stock, as well as the frequency and amount of dividends paid on such
stock, are included in Note 19, Quarterly Results:of Operations, of the Notes to Consolidated
Financial Statements in “ltem 8. Financial Statements and Supplementary Data” of this Form 10-K.
Information concerning restrictions on the payments of dividends is included in Note 11, Debt, of
the Notes to Consolidated Financial Statements in “ltem 8. Financial Statements and .
Supplementary Data” of this Form 10-K. The approximate number of common shareholders, based
upon actual record holders on January 31, 2004, was 14,223,

We maintain a corporate governance page on our website that includes key information about
our corporate governance initiatives. That information includes our Corporate Governance
Guidelines, Code of Ethics, and charters for our Audit, Executive Compensation, and Governance
and Nominating Committees, as well as our Committee of Outside Directors. The corporate
governance page can be found at www.bc.com, by clicking on “investor Relations,” and then
“Corporate Governance.” You also may obtain copies of these policies and codes by contacting
our Corporate Communications Department, 1111 West Jefferson Street, PO Box 50, Boise,
idaho 83728, or by calling 208/384-7990.

Shareholder Rights Plan

~ We have had a shareholder rights plan since January 1986. Our current plan, as amended and
restated, took effect in December 1998. At that time, the rights under the previous plan expired, and
we distributed to our common stockholders one new right for each common share held. The rights
become exercisable ten days after a person or group acquires 15% of our outstanding voting
securities or ten business days after a person or group commences or announces an intention to
commence a tender or exchange offer that could result in the acquisition of 15% of these securities.
Each full right, if it becomes exercisable, entitles the holder to purchase one share of common
stock at a purchase price of $175 per share, subject to adjustment. Upan payment of the purchase
price, the rights may “flip in” and entitle holders to buy common stock or “flip over” and entitle
holders to buy common stock in an acquiring entity in such amount that the market value is equal
to twice the purchase price. The rights are nonvoting and may be redeemed by the company for
one cent per right at any time prior to the tenth day after an individual or group acquires 15% of
our voting stock, unless extended. The rights expire in 2008. Additional details are set forth in the
Renewed Rights Agreement filed with the Securities and Exchange Commission ‘as Exhibit 4.3 with
this Form 10-K.

ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected financial data for the years indicated and shouid be
read in conjunction with the disclosures in “ltem 7. Management’s Discussion and Analysis of
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Financial Condition and Results of Operatidné” and “ltem 8. Financial Statements and

Supplementary Data” of this Form 10-K.

Assets

Currentassets. . ....................
Property and equipment, net . ........ .
Timber, timberlands, and timber deposits . .
Goodwill .. ...... e e e e e
Other ........ e e e

Liabilities and shareholders’ equity

Current liabilities . ............... N

Long-term debt, less current portion .. .. ..
Adjustable conversion-rate equity security
units .. .... e e s
Guarantee of ESOP debt .. ... .........
Other .. ... ... ............. e
Minority interest. . ............ .. ... ..
Shareholders’ equity: . .. ..............

Netsales . .............. e

Net income (loss) before cumulative effect
of accounting chariges . . . ...........

Cumulative effect of accounting changes,
netofincometax..................

Net income (loss) . ..................

Net income (loss) per common share

Basic before cumulative effect of accounting
changes ................ T

Cumulative effect of accounting changes,
netofincometax..................

Basic(f) .. ... e [

Net income (loss) per common share

Diluted before cumulative effect of
accountingchanges . .. .............

Cumulative effect of accounting changes,
netofincometax..................

Diluted(f) ........................

Cash dividends decléred per common
share. ... ....... ... ... ... .. .. ...

2003(a) 2002(b) 2001{(c) 2000(d) 1999{e)
(millions, except per-share amounts)
$2,501 $1,296 $1,245 $1,577 $1,531
2,825 2,542 2,608 2,582 2,557
331 329 322 291 295
1,107 401 385 397 480
612 379 374 420 275
~ $7,376 $4',947 $4,934 $5,267 $5,138
$1,977 $1,054 $1,266 $1,014 $1,125
2,000 1,387 1,063 1,715 1,585
173 173 173 — —
19 51 81 108 133
863 882 773 664 550
20 — — 9 131
2,324 1,400 1,578 1,757 1,614
$7,376 $4,947 $4,934 $5,267 $5,138
$8,245 $7.412 $7.422 $7,807 $7,148
$ 17 $ 11 $ 43 $ 179 $ 200
©) ~ — — —
$ 8 $ 11 $ (43) $ 179 $ 200
$ 07 $ (03) $ (96 $ 2589 $ 327
(.15) — — — —
$ (08) $ (03) $ (96) $ 289 $ 3.27
$ .07 $ (03) $ (96 $ 273 $ 3.06
(.15) — — — —
$ (08) $ (03) $ (96) $ 273 $ 3.06
$ .60 $ .60 $ .60 $ .60 $ .60




{a) 2003 included a pretax charge of $10.1 million for employee-related costs incurred in connection with the 2003 cost-
. reduction program. .

2003 included a net $2.9 million one-time tax benefit related to a favorable tax ruling, net of changes in other tax items.

2003 included a $14.7 million pretax charge for the write-down of impaired assets at our plywood and lumber operations
in Yakima, Washington.

2003 included income from the OfficeMax operations for the period from December 10, 2003, through December 27,
2003, and costs, including incremental interest expense, directly related to the acquisition. The net effect of these items
reduced income $4.1 million before taxes, or $2.5 million after taxes.

{b) 2002 included a pretax charge of $23.6 miilion to record the sale of ail stock of our wholly owned subsidiary that held
our investment in |dentityNow. We also recorded $27.6 million of tax benefits associated with this sale and our 2001
write-down of our equity investment (see c).

(c) 2001 included a pretax charge of $54.0 million for the closure of our plywood and lumber operations in Emmett, idaho,
and our sawmill in Cascade, ldaho, and a $4.9 million charge for the write-off of our assets in Chile.

2001 included a pretax charge of $10.9 m|II|on to accrue for a one- time liability related to postretirement benefits for our
Northwest hourly paperworkers

2001 included a pretax charge of $54.3 million and $4.6 million of tax benefits for the write-down to fair value of an
equity-method investment.

2001 included $5.0 million of pretax income for the reversal of unneeded reserves for potential claims rising from the
sale in 2000 of our European office products operations.

(d) 2000 included a pretax gain of $38.6 million on the sale of our European office products operations.
{e) 1999 included a pretax gain of $47.0 million for the sale of 56,000 acres of timberland in central Washington.

1999 included pretax gains of $35.5 million, $4.0 million, $2.3 million, and $0.4 million for the reversal of previously
recorded restructuring charges in our Baise Building Solutions; BOlse Office Solutions, Boise Paper Solutions; and
Corporate and Other segments.

1999 included a pretax loss of $4.4 million related to early retirements in our Corporate and Other segment.

() The computation of diluted net loss per common share was antidilutive in the years 2003, 2002, and 2001; therefore, the
amounts reported for basic and diluted loss per share are the same.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion, including the Summary and Outlook, contains statements about our
future financial performance. These statements are only predictions. Our actual results may differ
materially from these predictions. In evaluating these statements, you should review the section of
this report entitled “Cautionary and Forward-Looking Statements.”

Summary and Outlook

The year 2003 marked a significant change at Boise. We sharply accelerated our strategy te
grow our distribution channels by acquiring OfficeMax, Inc., a $5 billion (sales) office products
retailer. And we announced our intent to evaluate strategic alternatives for our paper and building
products businesses.

Financial Performance

In 2003, sales grew 11% to $8.2 billion. Net income was $8.3 million, or a loss of 8 cents per
diluted share, compared with net income of $11.3 miilion, or a loss of 3 cents per diluted share, in
2002. In 2003, net income included a $10.1 million pretax charge for the 2003 cost-reduction
program; a $2.9 million one-time tax benefit related to a favorable tax ruling; a $14.7 million pretax
charge for the write-down of impaired assets at our plywood and lumber operations in Yakima,
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Washington; and the effects of the OfficeMax acquisition. In 2002, net income included a loss for
the sale of the stock of our wholly owned subsidiary that held our investment in IdentityNow, net of
tax effects. Before these items, our 2003 financial performance improved over last year. Boise
Building Solutions’ sharply stronger financial results before these items drove the improved
performance of the company overall. Before these items, operating income for Boise Office
Solutions was similar to 2002 results, while Boise Paper Solutions posted a loss for the year, down
from its performance in 2002.

Virtually all of the improvement in Boise's 2003 results, before the items described above,
occurred in the second half of the year. During the first half, continued economic weakness, higher
pension costs, higher energy costs, and business disruptions from severe winter weather in the
eastern United States negatively affected our financial results. In response to these conditions, we
announced in March measures to reduce 2003 operating costs by approximately $45 million, net of
severance costs, and to hold capital spending to approximately $245 million, before acquisitions.
We reduced overall costs by freezing salaries, severely restricting hiring, reducing discretionary
spending at all levels of the company, and eliminating approximately 700 job positions. Because of
these cost controls, our general and administrative expenses, as a percent of sales, decreased in
2003, compared with 2002, in spite of higher pension, healthcare, and benefit expenses.

While some of these negative factors remained true throughout 2003, other more positive
trends led to much stronger performance in Boise Building Solutions in the second half. Continued
strong housing starts, low interest rates, and pent-up demand following weather-related business
disruptions in the first half combined to generate very strong building products markets in the third
and fourth quarters. Prices for our major grades of structural panels reached record levels.
Delivered-log costs also declined for the year. Sales volume for our building materials distribution
business grew, reaching record levels. Sales volume for our engineered wood products also
increased, but margins were hampered by high prices for raw materials. .

Due to continued weakness in the paper industry in 2003, weighted average prices for the
grades of paper produced by Boise showed little improvement over 2002’s low levels. Despite an
increase in the volume of office paper sold through Boise Office Solutions, Boise Paper Solutions
sales volume declined because of increased market-related curtailment, compared with 2002. In
addition, unit manufacturing costs, especially chemical and fiber costs, increased from year-earlier
levels.

Boise Office Solutions experienced a gradual recovery during 2003 from the U.S. economic
downturn and the resulting loss of white-collar jobs. Sales for locations operating in both-2003 and
2002 improved slightly, but margins continued to be under pressure due to intense industry
competition. ' f .

Acquisition of OfficeMax

On December 9, 2003, we acquired OfficeMax, Inc. We paid OfficeMax shareholders
$1.3 billion for the acquisition, paying 60% of the purchase price in Boise common stock and 40%
in cash. The acquisition more than doubled the size of Boise Office Solutions to approximately
$8.6 billion (pro forma 2003 sales). With the acquisition, office products distribution now generates
approximately two-thirds of total company sales.

The acquisition enhances Boise Office Solutions’ competitive position by allowing it to achieve
competitive purchasing scale, serve all customer segments through all channels, and significantly
improve its cost structure. :




We also expect to achieve from the OfficeMax acqwsmon annual synergy benefits of
$160 million by 2006, as outlined below:

Annualized ‘
Savings/
Margin
Improvement
(millions)
Boise Office Solutions
Purchasingleverage .. ......... ... .. ... i, [N $ 60
Elimination of duplicate facilities and administrative functions . .. .............. 40
Shared marketing functions and OfficeMax brand leverage ......... e ‘ 30
Boise Paper Solutions
increased paper sales to Boise Office Solutions
Productivity and efficiency enhancements . . ... e e e e 30
' o $160

Boise expects to achieve in 2004 $100 million of the $160 million of synergies claimed as a
result of the acquisition, offset in part by approximately $48 miltion of integration and related costs.

Strategic Alternatives

Given the scale of the OfficeMax acquisition, we announced in July 2003 that we would
undertake a review of the strategic direction of the company as a whole by exploring strategic -
alternatives for our paper and building products businesses. We retained Goldman, Sachs & Co. to
assist in evaluating and executing potential transactions. We are considering restructurings, )
divestitures, spinoffs, and/or other business combinations as well as the possibility of making no
changes at all. We expect this process, which began in December 2003, to take 12 to 18 months.
Cash generated by potential transactions, it any, will be used to pay down debt.

2004 Qutlook

Setting aside potential impacts of our strategic review, Boise’s sales and income should
increase substantially in 2004, primarily as a result of the OfficeMax acquisition.

With the acquisition of OfficeMax, Boise Office Solutions should more than double sales and
operating income should increase significantly in 2004, relative to 2003. Assuming that the U.S.
economy continues to grow and white-collar employment rises as anticipated, same-location sales
growth should continue to be positive. However, operating margins will be lower in 2004 than in
2003 as we integrate the lower-margin retail business into our operations. Progress by Boise Office
Sollutions in achieving synergies will be aided by closures of 45 OfficeMax retail stores by the end
of second quarter 2004, rationalization of U.S. delivery warehouses from 59 at year-end 2003 to 25
to 30 by 2006, and consolidation of U.S. customer service centers and outbound sales centers from
eight to six, by 2005..

We expect another good year for Boise Building Solutions in 2004. Housing starts have
continued to be strong in recent months, and interest rates are low. Panel and lumber prices in
January 2004 were well above January 2003 levels. These factors suggest continuing strong
demand for wood products, although the timing and strength of the 2004 building season are
difficult to predict. We expect to continue to grow our building materials distribution business, which
surpassed $2 billion in sales in 2003, and our engineered wood products business, which likewise '
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grew rapidly last year. However, unit sales volumes in our building materials manufacturing business
should decline in 2004 due to the reduction in plywood and lumber capacity that resulted from the
sale of our Yakima, Washington, facilities in February 2004.

The very difficult year Boise Paper Solutions experienced in 2008 should be a cyclical low
point. We anticipate that a cyclical recovery will begin this year. White-collar employment should
increase, which will lead to improved office paper demand, and a weak U.S. dollar should
discourage paper imports. Over the course of the year, we expect Boise Paper Solutions to return
to posting positive quarterly operating income. lts performance in 2004 will be aided by a significant
increase in Boise office papers sold through Boise Office Solutions. The increase from 568,000 tons
in 2003 to approximately 650,000 tons in 2004 will come mostly from selling Boise office papers
through the acquired OfficeMax stores. In addition, the business plans to further grow its production
of value-added uncoated free sheet grades, particularly label, release, and security papers.

Acquisition of OfficeMax

On December 9, 2003, we completed our acquisition of OfficeMax, Inc. OfficeMax is now a
subsidiary of Boise Cascade Corporation, and the results of OfficeMax operations after December 9,
2003, are included in our consolidated financial statements. OfficeMax is a retail distributor of office
supplies and paper, technology products, and office furniture. Our OfficeMax superstores feature
CopyMax® and FurnitureMax® in-store modules devoted to print-for-pay services and office furniture.
OfficeMax has operations in the United States, Puerto Rico, the U.S. Virgin Islands, and a 51%-
owned joint venture in Mexico.

Growing our distribution businesses has been a part of our iong-term strategy for many years.
The acquisition of OfficeMax is a major step in advancing that strategy. The acquisition more than
doubles the size of our office products business. Combining OfficeMax’s retail expertise and strong
brand with our contract office products segment’s strength in serving contract customers will allow
the combined office products business to better serve our customers across all distribution
channels, meeting the needs of every market segment. The acquisition creates opportunities for
synergies that will come from offering more products and services across more customer
segments, purchasing leverage from increased scale, and reduced costs in logistics, marketing,
and administration.

The aggregate consideration paid for the acquisition was as follows:

(millions)

Fair value of Boise common stock issued . ........ ... . ... ... i, $ 808.2
Cash consideration for OfficeMax common shares exchanged . . .. ................ 486.7
Transaction COStS . .. ... . i e 20.0
1,314.9

Debt assumed by Boise . . ... ... .. e e 81.6
‘ $1,396.5

We paid OfficeMax shareholders $1.3 billion for the acquisition, paying 60% of the purchase
price in Boise common stock and 40% in cash. OfficeMax shareholders had the opportunity to elect
to receive cash or stock for their OfficeMax shares. Each shareholder’s election was subject to
proration, depending on the elections of all OfficeMax shareholders. As a result of this proration,
OfficeMax shareholders electing Boise stock received approximately .230419 share of Boise stock
and $3.1746 in cash for each of their OfficeMax shares. Fractional shares were paid in cash.
OfficeMax shareholders electing cash or who had no consideration preference, as well as those
shareholders who made no effective election, received $9.333 in cash for each of their OfficeMax




shares. After the proration, the $1.3 billion paid to OfficeMax shareholders consisted of

$486.7 million in cash and the issuance of 27.3 million of Boise common shares valued at

$808.2 million. The value of the common shares issued was determined based on the average
market price of our common shares over a ten-day trading period before the acquisition closed on
December 9, 2003. .

Pro Forma Financial Information

The followmg table summarizes unaudlted pro forma fmanmal mformaﬂon assuming the
OfficeMax acquisition had occurred on January 1, 2003 and 2002. OfficeMax’s fiscal year ended on
the Saturday prior to the last Wednesday in January. The unaudited pro forma financial information
uses OfficeMax data for the months corresponding to Boise’s December 31 year-end. This
unaudited pro forma financial information does not necessarily represent what would have occurred
if the transaction had taken place on the dates presented and shouid not be taken as
representative of our future consolidated results of operations or financial position. We have not
finalized our integration plans. Accordingly, this pro forma information does not include all costs
related to the integration. When the costs are determined, they will either increase the amount of
goodwill recorded or decrease net income, depending on the nature of the costs. We also expect
to realize operating synergies. Synergies will come from offering more products and services across
more customer segments, purchasing leverage from increased scale, and reduced costs in
logistics, marketing, and administration. The pro forma information does not reflect these potential
expenses and synergies.

2003 2002
. A (millions)

SaAlBS . e e e $12,864.8 $12,185.7
Net income (loss) before cumulative effect of accounting changes . .. .. .. $ 23 $ (83.2)
Cumulative effect of accountmg changes net of incometax............ ’ {8.8) —
Netloss ...... e $ 65 $ (53.2
Net loss per common share

Basic and diluted before cumulative effect of accounting changes ....... $ (13) $ (.78)
Cumulative effect of accountingchanges . ............. .. ........ (10). —
Basicand diluted ............ ... ... ‘$ (23) $ (78)

Fa¢ility Closures

Prior to our acquisition of OfficeMax, OfficeMax had identified and closed underperforming
facilities. As part of our purchase price allocation, we recorded $58.7 million of reserves for the
estimated fair value of future liabilities associated with these closures. We recorded $44.6 million in
“Other long-term liabilities” and $14.1 million in “Accrued liabilities, other” in our Consolidated
Balance Sheet. These reserves related primarily to future lease termination costs, net of estimated
sublease income.

In addition to these store closures and in connection with the OfficeMax acquisition, we
reviewed the stores we acquired and identified 45 facilities that are no longer strategically or
economically viable. We expect to close these stores by the end of second quarter 2004,
eliminating approximately 1,100 employee positions. Approximately 500 people will be offered
transfers to other stores. In identifying stores to be closed, we evaluated their market and financial
performance and lease terms. In the store closing analysis, we considered several factors, including
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historical and projected operating results, anticipated impact of current and future competition,
future lease liability and real estate value, size, and capital spending requirements.

In accordance with the provisions of Emerging Issues Task Force (EITF) 95-3, Recognition of
Liabilities in Connection With a Purchase Business Combination, we recorded $53.7 million of store
closure reserves in “Other long-term liabilities” and $15.7 million in “Accrued liabilities, other.”
These reserves included $67.5 million of lease termination costs, net of estimated sublease income,
and $1.9 million of other closure costs, primarily severance. These charges were accounted for as
exit activities in connection with the acquisition, and we did not recognize a charge to income in
our Consolidated Statement of income. Most of the cash expenditures for these closed stores will
be made over the remaining lives of-the operating leases, which range from one month to 13 years.

We have not completed our integration plans for the acquired business. We have one year
from the purchase date to develop our integration plans and adjust for changes in estimates of the
fair value of assets acquired and liabilities assumed. We are evaluating the combined office
products business to determine what opportunities for additional consolidation of operations may
be appropriate. For example, we are developing plans for the rationalization of U.S. delivery
warehouses from 59 at year-end 2003 to 25 to 30 by 2006 and consoiidation of U.S. customer
service centers and outbound sales centers from eight to six, by 2005. When the costs are
determined, they will either increase the amount of goodwill recorded or decrease net income,
depending on the nature of the costs. We will record the costs of additional closures in 2004.

Segment Discussion

We have historically reported our business results using four reportable segments: Boise Office
Solutions, Boise Building Solutions, Boise Paper Solutions, and Corporate and Other. In
December 2003, we acquired OfficeMax, Inc. After this acquisition in Boise Office Solutions, our
office products business, we began reporting Boise Office Solutions as two separate reportable
segments, Boise Office Solutions, Contract, and Boise Office Solutions, Retail. Material increases in
balance sheet items, such as inventories, goodwill, accounts payable, and debt, are primarily due
to this acquisition.

Boise Office Solutions, Contract, markets and sells office supplies and paper, technology
products, and office furniture through field salespeople, catalogs, the Internet, and stores. Boise
Office Solutions, Retail, markets and sells office supplies and paper, technology products, and office
furniture through office supply superstores. These superstores feature CopyMax® and FurnitureMax®
in-store modules devoted to print-for-pay services and office furniture. Boise Building Solutions
manufactures, markets, and distributes various products that are used for construction, while Boise
Paper Solutions manufactures, markets, and distributes uncoated free sheet papers,
containerboard, corrugated containers, newsprint, and market puip. Corporate and Other inciudes
support staff services and related assets and liabilities. The segments’ profits and losses are
measured on operating profits before interest expense, income taxes, minority interest,
extraordinary items, and cumulative effect of accounting changes.




Results of Operations, Consolidated

| 2003 2002 2001

Sales . . ... e $ 8.2bhilion $ 7.4billion $ 7.4 billion
Income (loss) before cumulatlve effect.of _

accountingchanges ..................... $17.1 million $ 11.3 million $42.5) million
Cumulative effect of accounting changes, net of .

income tax . ... .. $8.8) million $ — % —
Netincome (loss) . .. ............. e $ 8.3 million $ 11.3 million . $42.5) million
Diluted income (loss) per common share
Diluted before cumulative effect of accounting :

changes . .. ... . v i T : $ .07 $(.03) $(.96)
Cumulative effect of accountmg changes net of ‘ :

income tax e e _(15) S -
Diluted . ............ [T ‘. 5(08) $(03) $(.96)

(percentage of sales)

Materials, labor, and other operating expenses . . . . 80.7% 81.1% 80.7%
Selling and distribution expenses. . .. ... ....... 11.5% 10.6% 10.6%
General and administrative expenses . . . . .. S 1.9% 2.1% 1.8%

Operating Results
2003 Compared With 2002

Total sales in 2003 increased $0.8 billion, or 11%. The increase in sales resulted from
$0.3 billion of sales from the OfficeMax retail business; a $0.2 billion increase in sales in our
contract office products segment, which included 17 days of sales from the OfficeMax contract
business; and an additional $0.4 billion of sales by our Boise Building Solutions segment, offset by
a slight decline in Boise Paper Solutions sales. Total sales and same-location sales in our contract
office products segment increased 6% and 5% from 2002 levels. Excluding the sales contributed by
the OfficeMax contract business and the effect of favorable foreign exchange rates, same-location
sales were up- 1%. Boise Building Solutions sales increased 16% because of higher structural panel
prices, increased building materials distribution sales (due to increased commodity prices and
volume), and increased engineered wood products sales (due primarily to increased volume). Boise
Paper Solutions sales decreased, primarily because of a decrease in sales volume. For more
information about our segment results, see the discussion of each segment below.

In 2003, materials, labor, and other operating expenses decreased 0.4% as a percentage of
sales, compared with 2002. Effective January 1, 2003, we adopted an accounting change for
vendor allowances to comply with the guidelines issued by the Financial Accounting Standards
Board’'s Emerging Issues Task Force (EITF) 02-18, Accounting by a Customer (Including a Reseller)
for Certain Consideration Received From a Vendor. Under EITF 02-16, consideration received from a
vendor is presumed to be a reduction of the cost of the vendor’'s products or services, unless it is
for a specific incremental cost to sell the product. As a result, approximately $45 million of vendor
allowances reduced “Materials, labor, and other operating expenses” that previously would have
been recognized primarily as a reduction of “Selling and distribution expenses.” In accordance with
the provisions of EITF 02-16, prior-period financial statements have not been reclassified to conform
with the current year’s presentation. '
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Before the accounting change and excluding the effects of the OfficeMax operations, materials,
labor, and other operating expenses as a percentage of sales increased slightly because of lower
sales and increased unit manufacturing costs in Boise Paper Solutions, partially offset by favorable
wood costs in Boise Building Solutions.

Selling and distribution expenses increased 0.9% as a percentage of sales in 2003, compared
with 2002. Before the accounting change and excluding the effects of the OfficeMax operations,
selling and distribution expenses increased only slightly, primarily due to higher pension,
healthcare, and benefit expenses.

Due to cost controls, general and administrative expenses decreased 0.2% as a percent of
sales in spite of higher pension, healthcare, and benefit expenses.

“Other (income) expense, net” increased to $35.8 million in 2003 from $30.8 million in 2002.
The year ended December 31, 2002, included a $23.6 million pretax loss for the sale of the stock of
our wholly owned subsidiary that held our investment in IdentityNow and other miscellaneous
income and expense items. For more information, see Note 4, Other {Income) Expense, Net, of the
Notes to Consolidated Financial Statements in “ltem 8. Financial Statements and Supplementary
Data” of this Form 10-K.

In 2003, “Other (income) expense, net” included a $14.7 million pretax charge for the
write-down of impaired assets at our plywood and lumber operations in Yakima, Washington (for
more information, see the Boise Building Solutions section of this Management’s Discussion and
Analysis of Financial Condition and Results of Operations) and $4.7 million.of acquisition costs
incurred in connection with the OfficeMax acquisition. In addition, 2003 “Other (income) expense,
net” included a $10.1 million pretax charge for employee-related costs incurred in connection with
our 2003 cost-reduction program. As part of this program, we reduced 2003 operating costs, net of
severance costs. We took these actions because of higher pension costs, higher energy costs,
business disruptions from severe winter weather in the eastern United States, and global political
uncertainty. We reduced operating costs by freezing salaries, restricting hiring, reducing
discretionary spending at all levels of the company, and eliminating approximately 700 positions.
We are eliminating these positions by terminating approximately 550 employees and leaving vacant
positions unfilled. At December 31, 2003, we had terminated approximately 465 employees.

Under our severance policy, we recorded a pretax charge of $10.1 million for employee-related
costs in “Other (income) expense, net” in the Consolidated Statement of Income. We recorded
these costs im accordance with the provisions of Statement of Financial Accounting Standards
(SFAS) No. 112, Employers’ Accounting for Postempioyment Benefits. We recorded $9.2 million in
the Boise Office Solutions, Contract, segment; $0.2 million in the Boise Paper Solutions segment;
and $0.7 million in our Corporate and Other segment. Employee-related costs are primarily for
severance payments, most of which were paid in 2003, with the remainder to be paid in 2004. This
item decreased net income $6.1 million for the year ended December 31, 2003.

The reserve liability for the cost-reductidn program is included in “Accrued liabilities, other” in
the Consolidated Balance Sheet. Reserve liability activity related to the 2003 charge is as follows:

Employee-Related

Costs
. (millions)

2003 expenserecorded .. . ... e e e $10.1
Charges againstreserve .. ......... . ..l (7.8)

Balance at December 31, 2003 . . . .. oot ot $23




Equity in net income, (loss) of affiliates was $8.8 million and $(2.4) million in 2003 and 2002,
respectively. The variance was due to increased equity in earnings of Voyageur Panel, in which we
have a 47% interest and for which we account under the equity method. The increased equity in
earnings of Voyageur Panel resulted from oriented strand board (OSB) prices that wére 67% higher,
on average, in 2003 than in 2002. We also recognized no losses in 2003 from our investment in
IdentityNow, which we sold in May 2002.

Interest expense was $132.5 million in 2003 and $131.7 million in 2002 The variance was due
to incremental interest expense directly related to additional borrowings in the fourth quarter to
provide cash for the OfficeMax acquisition. Excluding the incremental interest expense directly -
related to the OfficeMax acquisition, interest expense declined year over year, primarily due to lower
2003:interest rates on our variable-rate debt.

-QOur effective tax provision rate for the year ended December 31, 2003, was 11.5%, compared
with an effective tax benefit rate of 182.8% for the year ended December 31, 2002. In 2003, we
recorded $5.7 million of tax benefits related to the $14.7 million pretax charge for the write-down of
impaired assets at our plywood and lumber operations'in Yakima, Washington; $4.0 million of tax =
benefits related to the $10.1 million pretax charge for the 2003 cost-reduction program; and a
$2.9 million gain, which included a one-time tax benefit related to a favorable tax ruling, net of -
changes in other tax items. in 2002, we recorded a $23.6 million pretax loss for the sale of the
stock of our wholly owned subsidiary- that held our investment in IdentityNow and $27.6 million of
tax benefits associated with this sale and our previous write-down. Before recording these items
and before the impact of the OfficeMax acquisition, our estimated tax provision rates for the years.
ended December 31, 2003 and 2002, were 34% and 36%. The difference between the estimated tax
provision rates before these items was due to the sensitivity of the rate to changing income levels
and the mix of domestic and foreign sources of income. :

In 2003, the $8.8 million recorded in “Cumulative effect of accounting changes, net of income
tax”’ consisted of an after-tax charge of $4.1 million, or 7 cents per share, for the adoption of SFAS
No. 143, Accounting for Asset Retirement Obligations, which affects the way we account for landfill
closure costs. This statement requires us to record an asset and a liability {(discounted) for
estimated closure and closed-site monitoring costs and to depreciate the asset over the landfill's
expected useful life. Previously, we accrued for the closure costs over the life of the landfill and
expensed monitoring costs as incurred. We also recorded an aftertax charge of $4.7 miliion, or 8.
cents per share, for the adoption of EITF 02-16. EITF 02-16 requires that vendor allowances reside -
in inventory with the product and be recognized when the product is sold, changing the timing of -
our recognition of these items and creating a one-time, noncash, cumulative-effect adjustment.

2002 Compared With 2001

- Total sales in 2002 were essentially flat with 2001 sales. Boise Building Solutions sales
increased 3%, primarily because of stronger sales in engineered wood products and building
materials distribution, while Boise Paper Solutions sales decreased 3% because of lower product

~ prices. Boise Office Solutions sales and same-location sales were flat.

In 2002, materials, labor, and other operating expenses increased as a percentage of sales,
compared with 2001, because of increased sales of lower-margin products in Boise Office Solutions
and lower paper prices in Boise Paper Solutions, partially offset by lower manufacturing costs in our
‘paper business and favorable wood and manufacturing costs in Boise Building Solutions. Selling
and distribution expenses as a percentage of sales were flat in 2002, compared with 2001, due
primarily to cost-control and productivity improvements in Boise Office Solutions. In 2002, general |
and administrative expenses increased as a percentage of sales, compared with 2001, due to
higher compensation and benefits costs. In accordance with new accounting standards, we
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stopped amortizing goodwnl January 1, 2002. Amortization of goodwm in 2001 was $8.9 million
after taxes.

The increase in interest expense was attributable to $13.2 million of distributions on our
adjustable conversion-rate equity security units in 2002, compared with $0.9 million in 2001. Before
the distributions, interest expense declined due to decreases in our debt levels during the year and,
to a lesser degree, changes in interest rates. '

Our effective tax benefit rate in 2002 was 192.8%, compared with an effective tax benefit rate of
12.1% in 2001. These unusual tax benefit rates were due to the timing of the recognition of tax
benefits associated with the sale and write-down of our investment in IdentityNow. Under income
tax accounting rules, in 2001, we were able to recognize a tax benefit of only $4.6 million related to
our $54.3 million write-down in that year. In contrast, in 2002, we were able to recognize a tax
benefit of $27.6 million associated with the sale of our remaining investment in IdentityNow and our
previous write-down. In addition, in 2001, we recorded a pretax charge of $54.0 million related o
the permanent closure of our plywood and lumber operations in Emmett, Idaho, and our sawmill in
Cascade, Idaho; a $10.9 million pretax charge to accrue for a one-time liability related to
postretirement benefits for our Northwest hourly paperworkers; a $4.9 million charge for the write-off
of assets in Chile; and $5.0 million of pretax income for the reversal of unneeded reserves for
potential claims rising from the sale in 2000 of our Européan office products operations. Before
these items, our effective tax provision rates were about 36% and 34% for 2002 and 2001. The
increase in the 2002 tax provision rate, compared with the 2001 tax provision rate, was due
primarily to our charitable donation in 2001 of surplus property in Vancouver, Washington, for which
we received a tax benefit. Changes in our tax rates were: also due to Iower income levels and the -
mix of domestic and foreign sources of income. -

Boise Office Solutions, Contract

‘ o 2003 12002 2001
Sales ............ O e ~$ 3.7bhillion $ 3.5billion $ 3.5 billion
Segment income. . ....... e $109.4 million  $123.0 million  $151.7 million
’ (billions)"

Sales by Product Line. . _ ~
Office suppliesand paper . ................. : $2.2 $2.2 - $2.1
Technology products . .. .................... _ 1.1 1.0 1.0
Office furniture ... ....... ... ... .. .. ... ... 0.4 0.3 0.4
Sales by Geography '
United States . . ............c.oovvinn.... $2.8 : $2.7 $2.7
Interpational . .. ...... ... ... .. L 09 0.8 0.8
Sales growth ... ... e . 6% 0% (4)%
Same-location sales growth . .. ... ... PP 5% 0% (2)%

- v(percenta_ge of sales)
Gross profitmargin . . ..................... 24.3% 23.1% - 242%
Operating expenses ....... e e 21.4% 19.7% 19.9%

Operating profit. .. .......... e e 2.9% 3.5% ’ 4.3%




Operating Results
2003 Compared With 2002

In 20083, Boise Office Solutlons Contract included the results of the OfficeMax contract
business from December 10, 2003, to December 27, 2003, or 17 selling days. The OfficeMax
contract business includes sales generated by OfficeMax’s field salespeople, catalogs, and
E-commerce business. : :

Total sales and same-location sales increased 6% and 5% in 2003, compared with 2002. Within
product categories, the greatest sales growth occusred in office furniture and technology products,
up 12% and 10%, compared with a year ago. These categories represent approximately 40% of
overall sales. Sales of office supplies and paper, our largest category, grew 2%.

Excluding the benefit from favorable foreign exchange rates and the sales from the OfficeMax
contract business, total sales and same-location sales increased 1%. When excluding the same
items, the greatest sales growth within product categories occurred in office furniture and
technology products, up 8% and 7%, while office supplies and paper experienced a modest
decline, compared with a year ago. The shift in mix toward furniture and technology products was
evident in each quarter of 2003 and is reflective of an improving economy, focused sales efforts,
and in the case of technology products, changing buying patterns of our customers.

Boise Office Solutions, Contract, sold 568,000 tons of Boise office paper in 2003, a 4%
increase over 2002 volume. The combined Boise Office Solutions, which comprises our contract
and retail segments, expects to sell approximately 650,000 tons of Boise office paper in 2004. .

E-commerce sales in our contract office products segment increased 30% over 2002 and
represented 42% of the segment’s worldwide sales. E-commerce transactions resulted in nearly
$1.6 billion of revenue for Boise Office Solutions, Contract, in 2003.

In 2003, our gross margin increased 1.2%, compared with 2002. However, the 2003 gross
margin reflects the results of the OfficeMax contract business and the effect of the vendor
allowance accounting change for EITF 02-16 (discussed above). Excluding the margin related to the
OfficeMax contract business and the effect of adopting EITF 02-16, our gross margin was 23.1%,
the same as in 2002.

In 2003, our operating expenses were 21.4% of sales, compared with 19.7% in 2002. Operating
expenses for the contract office products segment in 2003 included the expenses of the OfficeMax
contract business, including integration costs; $42.6 million for the vendor allowance classification
change; and $9.2 million of employee-related costs for our 2003 cost-reduction program. Before
these items, our operating expenses increased only 0.2%, compared with 2002, due primarily to
higher pension, healthcare, and benefit expenses.

In 2003, segment income decreased 11%, compared with 2002. Excluding the results of the
OfficeMax contract business, integration costs, and the employee-related charge for our
cost-reduction program, segment income declined 1%. The decline was primarily attributable to
higher pension, healthcare, 'and benefit expenses.

2002 Compared With 2001

Segment sales and same-location sales were essentially flat in 2002, primarily the resuit of the
sluggish U.S. economy. Customers were more cost-conscious in their office products and furniture
purchases, and widespread white-collar layoffs caused our customers to use fewer office products
in 2002. Our contract office products business saw signs of the business beginning to gradually
recover during the second half of the year, as quarterly same-location sales, compared with the
prior year, were negative in the first half and turned positive in the second half of 2002.

26




In 2002, segment income decreased from that reported in 2001, as did operating profit as a
percentage of sales. Our gross profit margins decreased because sales of higher-margin furniture
and office supplies decreased. Paper margins also narrowed in 2002, as the price we paid for
paper increased more quickly than the price we charged our customers. Year over year, our
operating expenses as a percentage of net sales decreased, primarily as a result of cost controls
and productivity improvements that more than offset increased pension and employee medical
expenses. Operating expenses were also reduced, to a lesser extent, by eliminating amortization of
goodwill January 1, 2002. Amortization of goodwill totaled approximately $9 million, before taxes,
for this segment in 2001.

Our contract office products business sold 544,000 tons of Boise office papers in 2002, an
increase of 16% over 2001. We also continued to build our sales to U.S. medium-sized businesses
(offices with approximately 20 to 100 employees); sales increased 13% from 2001 to 2002. Gross
profit margins on sales to this sector are generally better than those on sales to larger corporate
and government offices. Boise Office Solutions also increased U.S. E-commerce sales 33%.
E-commerce technoiogy provides convenience for our customers while reducing our cost of
operations.

Boise acquired a contract furniture dealer in Orange County, California, in 2002 and a contract
furniture dealer based in lilinois in 2001. These acquisitions increased Boise’s presence as a
full-service office furniture dealer but were not material to our financial position or resuits of
operations.

Boise Office Solutions, Retail

2003
SalES . . e $283.2 million
SEgMENt INCOME . . . . . e $ 6.1 million

(millions)
Sales by Product Line _
Office supplies and paper . ... . . i e e e $ 91.6
Technology products . . . . .. .. oo e 161.1
Office furniture . . ... .. . .. e 30.5
Sales,by Geography
United States{a) ... ... .t i $ 283.2
International(b) .. ... ... —

(percentage

of sales)
Gross profit margin . . .. ... o 24.5%
Operating EXPeNSES . . .. v vttt e 22.4%
Operating profit. . . ... . e e 2.2%

(@) Includes the sales of our operations in the United States, Puerto Rico, and the U.S. Virgin Islands.

{b} Our majority-owned subsidiary in Mexico is consolidated in our results of operations one month in arrears and is not
included in our 2003 results.




Operating Results

Sales for our retail office products segment, which includes our office éupply superstores, were
$283 miliion. This represents activity for a period of 17 selling days during the holiday season.

The gross profit margin for this segment was 24.5%. This gross profit margin takes into
account the sales mix during the holiday selling season, which is skewed toward lower-margin
technology merchandise. Our operating profit margin was 2.2% of sales, with operating income of
$6.1 million. ’

Boise Building Solutions

. 2003 2002 2001

Sales ................... . ... $ 29bilion $ 25bilion $ 24 bilion
Segment income (loss) ............ v $ 954 million $ 39.7 million $ (22.3) million
Sales Volumes

Plywood (1,000 sq ft) (3" basis) ......... 1,890,480 1,788,203 1,815,922
0SB (1,000 sq ft) (%" basis)(@) .......... 432,396 416,686 388,761
Particleboard (1,000 sq ft) (34" basis) . ... .. 152,621 189,223 198,737
Lumber (1,000 board feet) . ... .. ....... 364,054 395,281 - 398,475
LVL (100 cubicfeet) .................. 98,294 77,543 66,578
I-joists (1,000 equivalent lineal feet) ....... 199,949 165,765 156,236
Engineered wood products (sales dollars). .. $ 329.3 million $ 274.1 million $ 247.3 million

Building materials distribution (sales dollars) .  $2,047.8 million $1,696.1 million $1,596.4 million -

Average Net Selling Prices :
Plywood (1,000 sq ft} (3" basis) ......... $ 267 $ 229 % - 232

OSB {1,000 sq ft) (3" basis) ............ ‘ 217 130 126
Particleboard (1,000 sq ft) (34” basis) ...... 236 239 | 245
Lumber (1,000 board feet) . . ............ 431 466 450
LVL (100 cubicfeet) .................. 1,463 1,483 1,504
l-joists (1,000 equivalent lineal feet) ....... 874 886 895

(a) Represents 100% of the sales volume of Voyageur Panel, of which we own 47%.

Operating Results A
2003 Compared With 2002

During the second half of 2003, our building products business enjoyed one of the strongest ’
building seasons ever, following a siow start in the first half of 2003 due to wet weather. Boise
Building Solutions sales grew 16% in 2003, compared with the previous year. Structural panel
prices rose. Building materials distribution sales increased 21% due to strong pricing coupled with
an 11% increase in physical sales volume. During 2003, about 21% of building materials
distribution’s lumber, panel, and engineered wood product sales were from products manufactured
by Boise. Sales of engineered wood products (laminated veneer lumber, wood 1-joists, and
laminated beams) increased 20%, due to increased sales volume.

After a long, wet, and cold spring, especially in the eastern United States, the building season
got underway late in the second quarter and held strong through the first two months of fourth
quarter 2003. As a result of increased demand from housing construction, prices for our major
grades of structural panels reached record levels. Relative to 2002, average plywood prices and
sales volume increased 17% and 6%, respectively. in contrast, average prices and volumes for our
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mix of lumber products, which is mostly ponderosa pine appearance and industrial grades,
declined 8%. An unfavorable balance of supply and demand for pine fumber during the first half of
the year pushed prices down until late in the third and fourth quarters, which delayed recovery in
these grades until later in the year.

In December 2003, we recorded a $14.7 million pretax charge for the write-down of impaired
assets at our plywood and lumber operations in Yakima, Washington. We also recorded $5.7 million
of tax benefits associated with the write-down. The write-down resuited from our internal review of
the operations and indications of current market value. We recorded the write-down in “Other
(income) expense, net” and the tax benefits in “Income tax (provision) benefit” in the Consolidated
Statement of Income. For the year ended December 31, 2003, the write-down decreased net
income $9.0 million.

In February 2004, we sold the Yakima operations, excluding timberlands. The impact of this
sale was not material to our financial position or to our results of operations.

In 2001, we began construction of a new facility near Eima, Washington, to manufacture
integrated wood-polymer building materials. The plant has had a very difficult start-up, in part due
to the plant’s unique manufacturing processes. While product quality has met our expectations,
production has not reached anticipated levels. Compared with 2002, segment results included
$16.6 million of additional losses from operations. We recently announced that we would
temporarily discontinue production at the facility to allow us to make the technical improvements
necessary to increase production levels. We are not able to predict how long these improvements
may take or at what time shipments of product wili resume.

Voyageur Panel, a joint venture in Barwick, Ontario, Canada, has the capacity to produce
440 million square feet of OSB panels annually. We hold 47% of the equity. We have an agreement
with Voyageur Panel under which we operate the plant and market its product. Our investment in
this venture was $44.2 million and $35.5 million at December 31, 2003 and 2002. A Canadian forest
products manufacturer and two insurance companies own the remaining equity interest.

We account for the joint venture under the equity method. Accordingly, segment results do not
include the joint venture’s sales but do include $8.7 million of equity in earnings in 2003 and
$0.6 million and $1.5 million of equity in losses in 2002 and 2001. At December 31, 2002, the debt
of this affiliate, which was issued without recourse to us, totaled $5.2 million. During 2003, Voyageur
Panel paid the debt balance in full. The other shareholders have the right to require Voyageur Panel
1o buy their equity interests at fair market value. We have the right to buy any shares soid back to
Voyageur Panel before they are sold to other investors. Together with the other shareholders, we
are considering the potential sale of our interests in Voyageur Panel.

Segment income increased $55.8 mitlion in 2003, compared with 2002, due primarily to
increased structural panel prices, increased building materials distribution sales, and favorable
wood costs, offset by a pretax charge for the write-down of impaired assets at our plywood and
fumber operations in Yakima, Washington, and additional losses from operations incurred at our
integrated wood-polymer building materials facility.

2002 Compared With 2001

Sales increased 3% in 2002, A decline in panel sales was more than offset by sales growth of
11% in engineered wood products (laminated veneer lumber, wood I-joists, and laminated beams)
and 6% in building materials distribution (due to an increase in physical sales volume). Plywood
unit sales volumes and selling prices decreased 2% and 1%, respectively, while patticleboard unit
sales volumes and selling prices decreased 5% and 2%, respectively. These price declines resulted
in part from excess market supply of plywood and decreased demand for particleboard in 2002,
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compared with 2001. Plywood sales volumes declined due to the closure of our Idaho facilities in
2001. Oriented strand board unit sales volumes and selling prices increased 7% and 3%,
respectively. Average prices for our mix of lumber products, which are mostly ponderosa pine
appearance and industrial grades, increased 4% in 2002, while sales volumes decreased 1%.
Consistent with the decline in plywood, lumber sales volumes declined due to the closure of our
Idaho facilities.

Segment income increased $62.0 million as reported, or $3.1 million before accounting for the
closure of our ldaho operations, from 2001 to 2002. The increase, befare accounting for the
closure, resulted from increased distribution sales discussed above and favorable wood and
manufacturing costs. Segment income also included $7.1 million of incremental business
organization costs, including plant commissioning and start-up expenses, for our external siding
plant.

Acquisitions

In October 2002, we purchased the assets of a building materials distribution operation in
Riverside, California, for $6.1 million. This acquisition marked our entrance into the southern
California market area in this business but was not material to our financial position or results of
operations.

2001 Restructuring Activities

In February 2001, we announced the permanent closure of our plywood and lumber operations
in Emmett, Idaho, and our sawmill in Cascade, Idaho, due to the significant decline in federal
timber offered for sale. We completed these closures in second quarter 2001, and 373 positions
were eliminated. In first quarter 2001, we recorded a pretax charge of $54.0 million related to these
closures. For the year ended December 31, 2001, sales for our Idaho operations were $66.0 million,
and our operating loss was $5.8 million.

In addition, in first quarter 2001, we wrote off our investment in assets in Chile with a pretax
charge of $4.9 million. We recorded both of these charges in our Boise Building Solutions segment
and in “Other (income) expense, net” in the Consolidated Statement of Loss for the year ended
December 31, 2001,

We recorded asset write-downs for plant and equipment at the closed Idaho facilities and the
write-off of our equity investment in and related receivables from a joint venture in Chile. Employee-
related costs included pension curtailment costs arising from the shutdowns of the Idaho facilities
and severance costs. We recorded other exit costs, including tear-down-and environmental cleanup
costs related to the Idaho facilities and reserves for contractual obligations with no future benefit.
These restructuring reserve liabilities were included in “Accrued liabilities, other” in the
Consolidated Balance Sheets. In 2003, we reclassified $2.3 million of reserves established for
environmental cleanup costs at the Idaho facilities to “Other long-term liabilities” in the
Consolidated Balance Sheet. The remaining environmental cleanup is expected to take seven years,
after which postclosing monitoring will be ongoing.
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Restructuring reserve liability account activity related to these 2001 charges is as follows:

Asset Employee-  Other

Write- Related Exit
Downs Costs Costs Total
(millions) '
2001 expense recorded .. .................. $ 213 $ 150 $ 226 $ 589
Assets writtendown .. ......... e (21.3) —_ — (21.3)
Pension liabilities recorded . . . . .. e — {9.6) —_ (9.6)
Charges againstyeserve . .. ................. — (5.0) (10.1) (15.1)
Restructuring reserve at December 31, 2001 .. ... — 4 12.5 12.9
Proceeds from sales ofassets . . . .. ........... — — 1.5 1.5
Charges againstreserve . .. ................. — (4) (7.4) (7.8)
Restructuring reserve at December 31, 2002 ... .. — — ~ 6.6 6.6
Charges againstreserve . . .................. — — (3.8) (3.8)
Reclassified to other long-term liabilities . . . .. .. .. — — {2.3) (2.3)
Reserves credited toincome . .. .............. — — (.5) (.5)
Restructuring reserve at December 31, 2003 .. ... $ — $ — $ — 3 —
Boise Paper Solutions
. , - ‘ 2003 2002 2001
Sales ........... e e .. $ 1.9 billion $ 1.9 billion $ 1.9 billion

Segmentincome {loss) ..................... $(13.9) million $38.6 million $70.7 million
(short tons) -
Sales Volumes

Uncoated free sheet ......... e e ' 1,396,000 1,425,000 1,386,000
Containerboard ... ....... e e e 650,000 654,000 644,000
Newsprint . . ....... ... .. . . i 416,000 406,000 395,000
Other . ... e 146,000 179,000 157,000

2,608,000 2,664,000 2,582,000

. {per short ton)
Average Net Selling Prices

Uncoated freesheet ....................... $ 721§ 722 $ 742
Containerboard . .. ......... ... ... . . . . ... 337 . 343 : 374

Newsprint . .......... . .0 .. ‘ 397 363 476

Operating Results
2003 Compared With 2002

Sales declined 1% in 2003, primarily because weak demand led to a 2% decrease in sales
volume. Sales volume decreased despite a 4% increase in the volume of Boise office paper sold
through Boise Office Solutions. Weak demand throughout the year led to market-related curtailment
of nearly 200,000 tons, up 38% from the amount taken in 2002. Most of the curtailment was taken
in uncoated free sheet. Relative to a year earlier, average prices rose only 1%. Higher average
newsprint prices were partially offset by lower containerboard prices.




In 2003, we increased production of value-added papers on our smaller machines. The
tonnage of value-added grades from these machines increased 5% to about 345,000 tons. Among
our value-added grades, the volume of label, release, and specialty papers grew 23% in 2003
versus the year earlier. Value-added grades generally have higher unit costs.than commodities but
also have higher net sales prices and profit margins. Overall, the average net selling price of the
value-added grades we sold in 2003 was $181 per ton higher than the average net selling price of
our uncoated commadity grades.

Segment results-were lower than those of a year-ago because of lower unit sales volumes,
more market-related curtailment, and increased unit manufacturing costs. Total unit manufacturing
costs increased 2%, compared with a year ago. In 2003, fiber costs rose 5%, and chemical unit
costs increased 6%. Fixed unit costs were also up about 2%.

2002 Compared With 2001

Sales declined 3% in 2002, as average paper prices declined $38 per ton, or 6%, compared
with 2001. Uncoated free sheet prices declined 3%, containerboard prices declined 8%, and
newsprint prices declined 24%. Low demand in a recessionary economy contributed to these price
declines. Despite decreased demand, Boise Paper Solutions unit sales volume increased 3%. The
increase was primarily the result of strong integration of our paper and office products businesses.
in 2002, we sold 544,000 tons of our paper through: Boise Office Solutions, an increase of 16%
from 2001 to 2002. In 2002, about 38% .of our total uncoated free sheet paper, including about 74%
of our office papers, was sold through our office products business.

We also increased sales of value-added papers produced on our smaller machines. They were
up 6% in 2002 to about 330,000 tons. Value-added grades produced on our smaller paper
machines accounted for 23% of our uncoated free sheet sales volume in 2002. Overall, the average
net selling price of the value-added grades we sold in 2002 was $179 per ton higher than the
average net selling price of our uncoated commodity grades.

Segment income decreased 45%, compared with 2001, due to lower paper prices, which were
partially offset by increased unit sales volume and lower unit manufacturing costs. Unit
manufacturing costs decreased 5% in 2002, The largest cost improvements resulted from falling
energy, fiber, and chemical costs. :

. During 2002, we took appfoximately 140;000 tons of market-related curtailment and
approximately 40,000 tons of downtime for capital projects and maintenance, compared with
approximately 150,000 tons and 100,000 tons, respectively, in 2001, mostly in uncoated free sheet.

Liquidity and Capital Resources

We have funded our ongoing operations and growth initiatives primarily by using cash
generated by our operations, borrowings under our existing credit facilities, and issuing new debt or
equity securities. Given the scale of the OfficeMax acquisition, we have undertaken a review of the
direction of the company as a whole by exploring strategic aiternatives for our paper and building
products businesses. We will consider alternatives ranging from no change in our business mix to
potential restructurings, divestitures, spinoffs, and/or other business combinations. We expect this
process, which began late in 2003, to take 12 to 18 months.

As a result of the acquisition of OfficeMax, Standard and Poor’s Rating Services and Moody's
investors Services, Inc. lowered our credit ratings to BB and Ba2, respectively, which are both
below investment grade. These downgrades could affect our cost of and ability to obtain new
financing. We have been successful, however, in accessing the credit markets to finance the -
OfficeMax acquisition and for other general corporate purposes. Recent financings include
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$300 million of 8.5% senior notes due in 2010, $200 million of 7.0% senior notes due in 2013, and
a $150 million unsecured credit agreement. At December 31, 2003, we had unused borrowing
capacity of $309.5 million under our $560 million revolving credit agreement, which expires in
June 2005. These financings are described in more detail in the “Financing Activities” section that
follows. ‘

We intend to reduce our debt levels over time by applying any net cash flow from operations
after capital spending and by applying proceeds from the sale of assets, if any. Short-term
borrowings and the current portion of our lang-term debt totaled $88.2 million at December 31,
2003. in December 2004, we wili receive $172.5 million under the terms of our adjustable
conversion-rate equity security units in exchange for the issuance of between 4.4 million and
5.4 million shares of our common stock. In 2005, scheduled long-term debt payments total
$602.0 million. Of this amount, $210 million represents the amount outstanding at December 31,
2003, under our revolving credit agreement. We expect to enter into a new revolving credit
agreement before the expiration of our current agreement. Scheduled long-term debt payments
total $214.8 million in 2006, including the $172.5 million of debt associated with the adjustable
conversion-rate equity security units.

We make both required and voluntary contributions to our noncontributory defined benefit
pension plans. in 2003, we contributed $84.5 million. We expect to contribute approximately
$80 million to $120 million in both 2004 and 2005.

We expect to limit our capital spending to between $340 miflion to $360 million, excluding
acquisitions, in 2004. This level of capital spending will provide for leasehold improvements, new
stores, quality and eﬁncnency projects, replacement projects, and ongoing environmental
compliance. i

Our ongoing cash requirements are expected to be funded through a combination of cash flow
from operations, borrowings under our existing credit facilities, and possible sales of assets.

The sections that follow discuss in more detail our liquidity and capital resources.

Operating Act:vmes

Our operating activities generated $335.4 million, $308.5 million, and $407 6 million of positive
cash flow in 2003, 2002, and 2001, respectively. In 2003, items included in net income provided
$399.8 million of cash, and unfavorable changes in working capital items used $64.4 million of cash
from operations. In 2002, items included irt net income provided $345.3 million of cash, and
unfavorable changes in working capital items used $36.8 million of cash from operations. Net
income items provided $382.7 million of cash in 2001, and favorable changes in working capital
items provided $24.9 million of cash from operations.

We have sold fractional ownership interests in a defined pool of trade accounts receivable. At
December 31, 2003, $250 miilion of sold accounts receivable were exciuded from “Receivables’ in
the Consolidated Balance Sheet, compared with $200 million excluded at December 31, 2002 and
2001. The increase at December 31, 2003, in sold accounts receivable of $50 million over the
amount at December 31, 2002, provided cash from operations in 2003.

Some of our U.S. employees are covered by noncontributory defined benefit pension plans.
The assets of the pension plans are invested primarily in common stocks, fixed-income securities,
and cash equivalents. The market performance of these investments affects our recorded pension
obligations, expense, and cash contributions. Pension expense in 2003 was about $77.1 million,
compared with $30.4 ‘million in 2002 and. $11.1 million in 2001. These are noncash charges in our
consolidated financial statements. Plan contributions include required minimums and, in some
years, additional discretionary amounts. In 2003, the required minimum contribution was




$26 million. During 2003, we made cash contributions to our pension plans totaling $84.5 million,
compared with $48.0 million in 2002 and $17.7 miilion in 2001. Congress is currently considering
temporary pension funding relief to replace the temporary three-year pension funding relief
legislation that expired on December 31, 2003. Under the expired legislation, companies were
permitted to use 120% of the average 30- -year treasury bond formula as opposed to the previous
105% ceiling. The House of Hepresentatlves passed a bill that would allow companies to use a
funding discount rate based on an index of high-quality corporate bonds to be developed by the
Treasury Department. The Senate has passed similar legislation. If the legislative efforts result in a
discount rate that is similar to the previous temporary relief package, our required minimum
contribution to our pension plans in 2004 is estimated to be $55 million. However, if no legislative
relief is passed and companies have to return to the 105% ceiling, our minimum contribution in
2004 would be approximately $95-million. We expect to:make contributions to the plans of at least
the minimums required or, if legislative relief is passed, approximately $80 million to $120 million
during 2004. We expect to make similar contributions in 2005, assuming some form of comparable
pension relief legislation passes. Without pension relief legislation, and depending on interest rates,
asset returns, and other factors, our minimum pension contribution in 2005 could be higher than
that range. We anticipate having sufficient liquidity to meet our future pension requirements. For
more information, see “Critical Accounting Estimates” in this Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

Our ratio of current assets to current liabilities was 1.27:1 in 2003, compared ‘with 1.23:1 in
2002. _

Investment Activities

Our cash investing activities used $684.3 miilion in 2003, $278.6 million in 2002, and
$234.5 million in 2001, with cash outlays principally for assets acquired in business combinations
(discussed beiow) and other capital expenditures. In all three years, these other capital
expenditures primarily reflected the cost of facility improvements, facility and equipment
modermzatlon energy and cost-saving projects; and enviranmental compliance.

"'In 2003, cash investing activities included $432 6 million, net of cash acquired, for the
acqunsmon of OfficeMax, Inc., a retail distributor of office supplies and paper, technology products
and office furniture. For information related to the acquisition, see the discussion under “Acquisition
of OfficeMax’” in this Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

In 2002 mvestmg activities included $6.1 million for the acqu|smon of assets of a wholesale
bunldmg products distribution and reload operation in Riverside, California, and $1.1 million in cash
for the acquisition of assets of a contract furniture company located in southern California.

In 2001, we began construction of a new facility near Elma, Washington, to manufacture
integrated wood-polymer building materials. The plant has had a very difficult start-up, in part due
to the plant’s unique manufacturing processes. While product quality has met our expectations,
production has not reached anticipated levels. We recently announced that we would temporarily
discontinue production at the facility to aliow us to make the technical improvements necessary to
increase production levels. We are not able to predict how long these improvements may take or at
what time shipments of product will resume. The total cost of this facility was approximately
$92 million. We spent $44.3 million in 2001, $37.7 million in 2002, and $4.6 million in 2003. in 2001,
investing activities also included about $14 million to build a veneer and plywood manufacturing
facility in Brazil and $4.7 million of cash for one office products acquisition.

Our 2001 expenditures for timber and timberlands included $26.1 million for the acquisition of
approximately 54,000 acres of-timberland in Alabama and Brazil. In 2001, we received the second
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payment from the sale of our European office products operation in September 2000. We used this
$159.6 million payment to reduce debt.

Noncash consideration included in capital spending consisted of the assumption of debt and
recording of liabilities totaling $81.6 million in 2003, $2.8 million in 2002, and $3.0 million in 2001. [t
also included $808.2 million for the issuance of 27.3 million of Boise common shares to OfficeMax
sharehoiders electing stock. Details of 2003 capital investment by segment are included in the table
below:

2003 Capital Investment by Segment
Replacement, -

Acquisitions/ Quality/ Timber and Environmental,
Expansion  Efficiency(a) Timberlands and Other Total
(miliions)

Boise Office Solutions, .

Contract .......... $ 149 - $10 $— $ 26 $ 185
Boise Office Solutions, :

Retail ............ 1,257 = — 2 . 1,259
‘ 1,406 10 — 28 1,444
Boise Building Solutions 18 3 4 .31 56
Boise Paper Solutions . . 5 17 6 100 128
Corporate and Other . . . — = = 6 6
$1,429 $30 $10 $165 $1,634

|

(@) Quality and efficiency projects include qualityjmprovehnents, modernization, energy, and cost-saving projects.

We expect our capital investments in 2004 to total between $340 million and $360 million,
excluding acquisitions. Our capital spending in 2004 will be for leasehold improvements, new
stores, quality and efficiency projects, replacement projects, and ongoing environmental
compliance. During 2003, we spent $12 million on environmental compliance. We expect to spend
approximately $13 million in 2004 for this purpose. See the section titled “Environmental” in this
Management’s Discussion and Analysis of Financial Condition and Resuits of Operations.

Financing Activities

Our financing activities provided $408.6 million in 2003 and used $21.4 million in 2002 and
$179.2 million in 2001. Common and preferred dividend payments totaied $48.9 million in 2003,
$49.5 million in 2002, and $49.7 million in 2001. In all three years, our quarterly cash dividend was
15 cents per common share. '

Additions to long-term debt in 2003 resuited primarily from our acquisition of OfficeMax.
Additions included $150 million under an unsecured credit agreement, $300 million of 6.5% notes,
$200 million of 7.0% notes, $50.0 million of 7.45% medium-term notes, and $33.5 million for the
sale-leaseback of equipment at our integrated wood-polymer building materials facility hear Elma,
Washington, that was accounted for as a financing arrangement. Payments of long-term debt in
2003 included $125 million of medium-term notes and $40 million under our revolving credit
agreement. Additions to long-term debt in 2002 included $150 million of 7.5% notes due in 2008, a
$20 million floating-rate term loan, and $62 million in medium-term notes. Payments of long-term
debt in 2002 included $125 million of 9.85% notes, $32.5 millien of industrial revenue bonds,
$15.5 million of bank debt for our Australian operations, and $2.3 million of medium-term notes.

In 2003, our debt increased $514.7 million to $2.3 bitlion. Qur debt-to-equity ratio was .98:1 at
December 31, 2003, and 1.26:1 at December 31, 2002. Qur debt-to-equity ratio decreased because
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the 2003 increase in equity from the stock issued for the OfficeMax acquisition was greater than the
increase in debt that resuited from the OfficeMax acqursmon ;

We lease our store space and other property and equrpment under operating Ieases. These
operating leases are not included in debt; however, they represent a significant commitment.
Obligations under operating leases are shown in the “Contractual Obiigations” section of this
Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Our debt structure consists of credit agreements, note agreements, adjustable conversion-raté
equity security units, and other borrowings. See Note 11, Debt, of the Notes to Consolidated
Financial Stateménts in “item 8. Financial Statements and Supplementary Data” of this Form 10-K
for a listing of our debt. For more information, also see “Contractual Obligations” and “Disclosures
of Financial Market Risks” in this Management's Discussion and. Analysis of Financial Condmon and
Results of Operatlons Recent changes to our debt structure are as follows:

Credit Agreements

In March 2002, we entered into a three-year, unsecured revolving credit agreement with 14
major financial institutions. The agreement permits us to borrow as much as $560 million at variable
interest rates based on either the London interbank Offered Rate (LIBOR) or the prime rate. The
borrowing capacity under the agreement can be expanded to a maximum of $600 million.
Borrowings under the agreement were $210 million at December 31, 2003. In addition to these
borrowings, $40.5 million of letters of credit are considered a draw on the revolver, thus reducing
our borrowing capacity as of December 31, 2003, to $309.5 million. At December 31, 2003, our
borrowing rate under the revolving credit agreement was 2.5%. We have entered into interest rate
swaps to hedge the cash flow.risk from the variable interest payments on-$100 million of LIBOR-
based debt, which gave us an effective interest rate for outstanding borrowings under the revolving
credit agreement-of 4.1% at December 31, 2003. The revolving credit agreement contains
customary conditions to borrowing, including compliance with financial covenants relating to
minimum net worth, minimum interest coverage ratio, and ceiling ratio of debt to capitalization. At
December 31, 2003, we were in compliance with these covenants. Under this agreement, the
payment of dividends depends on the existence and amount of net worth in excess of the defrned
minimum. Ouf net worth at December 31, 2003, exceeded the defined minimum by
$1,037.4 million. When the agreement expires in June 2005, any amount outstandlng will be due " .
and payable

In December 2003 ‘we entered into a 19- month unsecured credit agreement with 13 major
financial institutions.. Under the agreement,-we borrowed $150 million at variable interest rates
based on either the'LIBOR or.the prime rate. At December 31, 2003, our borrowing rate under the
agreement was 3.3%. The credit agreement contains financial covenants that are essentially the
same as those in our revolving credit agreement discussed above, except that the terms require
that the net proceeds of asset sales in excess of the first $100 million be used to reduce the ioan.
balance. The agreement also states that a lien will be applied to no less than $300 million of our
inventory if our credit ratings fall to either BB- or Ba3 or lower. When the agreement expires in
June 2005, any amount outstanding will be due and payable. .

Note Agreements .

In August 2003 we issued $50 million of 7.45% medium-term notes due m 2011 The proceeds
of the notes were used for general corporate purposes. .

in October 2003, we issued $300 million of 6.5% senior notes due in 2010 and $200 million of
7.0% senior notes due in 2013. We may redeem all or part of the senior notes at any time at
redemption prices defined in the indenture. Net proceeds from the senior notes were used to repay
borrowings under our revolving credit agreement, to provide cash for the OfficeMax transaction (see
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the “Acquisition of OfficeMax” section of this Management’s Discussion and Analysis of Financial
Condition and Results of Operations), and for other general corporate purposes. We paid
approximately $9.1 million in fees and expenses associated with the senior notes transaction. The
fees are being amortized over the terms of the senior notes.

The senior hotes are unsecured; however, the senior notes indenture contains covenants and
restrictions that could restrict our ability to borrow money, issue preferred stock, pay dividends,
repurchase stock, incur subsidiary debt, make investments in persons or firms other than our
majority-owned subsidiaries, or expand into unrelated businesses. In particular, the indenture allows
us to incur debt or issue preferred stock only if we meet a fixed charges coverage ratio of 2.0 to 1.0
over the preceding four calendar quarters. The indenture does permit us to borrow up to
$850 million, pay up to $20 million of common dividends per quarter, and pay for the dividends and
repurchases of our Series D preferred stock. At the present time and given our financial condition,
we do not believe these covenants and restrictions limit our ability to operate our business in the
normal course. At December 31, 2003, we were in compliance with these covenants.

~ If we undergo a change of control, the note holders can require us to repurchase the senior
notes at a price equal to 101% of the notes’ principal amount. Similarly, if we sell assets under
conditions specified in the indenture, the note holders can require us to use proceeds {o
repurchase the senior notes at 100% of the principal amount. If we spin off one or more of our
business units, the newly created company may offer to exchange the notes for substantially similar
notes of the new company. If this occurs, we must make a concurrent offer to repurchase the notes
at a price equal 10 100% of the principal amount.

As a result of the acquisition of OfficeMax, Standard and Poor’s Rating Services and Moody’s
Investors Services, Inc., lowered our credit ratings to BB and Ba2, respectively, which are both
below investment grade. If we regain investment-grade ratings with both credit rating agencies, the
senior note covenants discussed above will be automatically replaced with the covenants found in
our other public debt, except that a restriction on subsidiary indebtedness will remain.

Adjustable Conversion-Rate Equity Securify Units

in December 2001, Boise Cascade Trust | issued 3,450,000 7.5% adjustable conversion-rate
equity security units to the public at an aggregate offering price of $172.5 million. Boise Cascade
Trust 1 is a statutory business trust wholly owned by the company. There are two components of
each unit. Investors received a preferred security issued by the trust with a liquidation amount of
$50, which is mandatorily redeemable in December 2006. The trust will terminate upon the
redemption of the preferred securities. From each unit, investors receive a quarterly distribution at
the annual rate of 7.5%. The rate will be repriced in September 2004 based on then-market rates of
return. Investors. also have a contract to purchase $50 worth of common shares of Boise in
December 2004, subject to a collar arrangement. For each unit, investors will receive between
1.2860 and 1.5689 of our common shares, depending on the average trading price of our common
stock at that time. We will receive $50 per unit or $172.5 million. The units trade on the New York
Stock Exchange under ticker symbo! BEP

The trust used the proceeds from the offering to purchase debentures issued by Boise. These
debentures are 7.5% senior, unsecured obligations that mature in December 2006. They carry the
same payment terms as the preferred securities issued by the trust, We irrevocably guarantee the
trust’s distributions on the preferred securities. Our guarantee is senior and unsecured and is
limited to the funds the trust receives from the debentures.

in December 2003, the FASB issued a revised FASB Interpretation No. 46, Consolidation of
Variable Interest Entities. Interpretation No. 46, as revised, required us to reclassify $172.5 million of
“Adjustable conversion-rate equity security units” from “Minority Interest” to “Debt” in our
Consolidated Balance Sheets and recognize distributions on these securities as “Interest expense”




rather than “Minority interest, net of income tax” in our Consolidated Statements of Income (Loss).
As allowed by the FASB’s revised Interpretation No. 486, prior years’ financial statements were
reclassified to conform with the current year’'s presentation. In all periods presented, there was no
net effect on earnings, and the reclassification of these securities to debt did not affect our financial
covenants. :

Other

In March 2002, we entered into an interest rate swap with a notional amount of $50 million.
This swap converts $50 million of fixed-rate $150 million 7.05% debentures to variable-rate debt
based on six-month LIBOR plus approximately 2.2%. The effective interest rates at December 31,
2003 and 2002, were 3.5% and 3.6%. This swap expires in May 2005.

Changes in short-term borrowings represent net changes in notes payable. At December 31,
2003 and 2002, we had $5.2 million and $28.0 million of short-term borrowings outstanding. The
minimum and maximum amounts of combined short-term borrowings outstanding were $0 and
$117.4 million during the year ended December 31, 2003, and were $0 and $304.5 million during
the year ended December 31, 2002. The average amounts of short-term borrowings outstanding
during the years ended December.31, 2003 and 2002, were $32.3 million and $49.9 million. For
2003 and 2002, the average interest rates for these borrowings were 1.9% and 2.5%.

At December 31, 2003, we had $143 million of unused borrowing capacity registered with the
Securities and Exchange Commission (SEC) for additional debt securities.

Contractual Obligations

In the table below, we set forth our enforceabie and legally binding obligations as of
December 31, 2003. Some of the figures we include in this table are based.on management's
estimates and assumptions about these obligations, including their duration, the possibility of
renewal, anticipated actions by third parties, and other factors. Because these estimates and
assumptions are necessarily subjective, the enforceable and legally binding obligations we will
actually pay in future periods may vary from those reflected in the table.

Payments' Due by Period
2004 2005-2006 2007-2008 Thereafter  Total

(millions)
Debt
Long-term debt, including current _ ,
portion{a)(e) ................ $ 830 § 6443 $188.6 $1,167.0 $2,082.9
Adjustable conversion-rate equity : ‘ '
security units . . . . ... ... L. — 172.5 — — 172.5
Guarantee 0of 9.5% ESOP debt.. . . .. 19.1 — — — 19.1
Operating leases(b)(@) ............ 3871 683.0 533.4 1,281.0 2,884.5
Purchase obligations
Raw materials(c) . . . ............ 53.5 60.9 45 .9 119.8
Utilities(d) . . .. ................ 46.9 19.5 10.8 1.0 78.2
Capital spending. . . ............ 146 22.1 4.1 1.3 421
Other .......... ... ... ....... 28.9 17.9 - .6 — 47.4
Other long-term liabilities reflected on '
our Consolidated Balance Sheet
Compensation and benefits(e)(f) . .. 111.4 266.0 156.4 141.9 675.7
Other(e)(@) ................... 2 51.3 591 47.4 158.0

$744.7 $1,937.5 . $957.5 $2,640.5 $6,280.2

38




(&) Included in long-term debt are amounts owed on our note agreements, revenue bonds, and credit agreements. These
borrowings are further explained in Note 11, Debt, of the Notes to Consolidated Financial Statements in “item 8.
Financial Statements and Supplementary Data” in this Form 10-K. The table assumes our long-term debt is held to
maturity. )

(b) We enter into operating leases in the normal course of business. We lease our retail store space as well as other
property and equipment under operating leases. Some of our retail store leases require percentage rentals on sales
above specified minimums and contain escalation clauses. These minimum lease payments do not include contingent
rental expense. Some lease agreements provide us with the option to renew the lease or purchase the leased property.
Our future operating lease obligations would change if we exercised these renewal options and if we entered into
additional operating lease agreements. For more information, see Note 7, Leases, of the Notes to Consolldated Financiai
Statements in “ltem 8. Financial Statements and Supplementary Data” in this Form 10-K.

(c) Included in raw materials is $58 million for contracts to purchase timber. We acquire a portion of our wood requirements
from outside sources. Except for deposits required pursuant to wood supply contracts, these obligations are not
recorded in our consolidated financial statements until contract payment terms take effect. The obligations are subject to
change based on, among other things, the effect of governmental laws and regulations, our manufacturing operations
not operating -in the normal course of business, timber availability, and the status of environmental appeals.

(d) We enter into utility contracts for the purchase of electricity and natural gas. We also purchase these services under
utility tariffs. The contractual and tariff arrangements include muitiple-year commitments and minimum annual purchase
requirements. Our payment obligations were valued at prices in effect on December 31, 2003, or contract language, if
available. These obligations represent the face value of the contracts and do not consider resaie value. Generally, our
utility contracts for the purchase of electricity do not permit resale. However, several of our commitments to purchase
natural gas do permit resale.

(e) The current portion of these liabilities is also included.

(f “Compensation and benefits” includes amounts associated with our retirement and benefit plans and other
compensation arrangements. For more information, see “Critical Accounting Estimates—Pensions” and see Note 13,
Retirement and Benefit Plans, of the Notes to Consolidated Fmancual Statements in “ltem 8. Financial Statements and
Supplementary Data” in this Form 10-K.

{g) Lease obligations for facility closures are included in operating leases. °

In accordance with an amended and restated joint-venture agreement, the minority owner of
our subsidiary in Mexico, OfficeMax de Mexico, can elect to put its remaining 49% interest in the
subsidiary to Boise if earnings targets are achieved. At December 31, 2003, OfficeMax de Mexico
had met these earnings targets. These earnings targets are calculated quarterly on a rolling
four-quarter basis. Accordingly, the targets can be achieved in one quarter but not in the next.
When the earnings targets are achieved and the minority owner elects to put its ownership interest,
the purchase iprice would be equal to fair value, calculated based on both the subsidiary’s earnings
for the last four quarters before interest, taxes, and depreciation and amortization and the current
market multiples of similar companies. The fair value purchase price in 2004 is estimated at
$25 million to $30 million. This contingent obligation is not included in the table above.

In addition to the enforceable and legally binding obligations quantified in the table above, we
have other obligations for goods and services and raw materials entered into in the normal course
of business. These contracts, however, either are not enforceable or legally binding or are subject
to change based on our business decisions.

Off-Balance-Sheet Activities and Guarantees

We have sold fractional ownership interests in a defined pool of accounts receivable. We
account for this sales program under SFAS No. 140, Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities. We have entered into this program to provide us
funding at rates favarable to our other borrowing arrangements. Under this program, we sell
substantially all of our domestic trade accounts receivable on a revolving basis to a fully
consolidated, wholly owned subsidiary. The subsidiary in turn sells a fractional ownership interest in
the receivables to affiliates of two banks. Based on the terms of the sale, we record the sales as
true sales and not as loans secured by the receivables. At December 31, 2003, $250 million of sold




accounts receivable were excluded from “Receivables” in our Consolidated Balance Sheet. The
portion of fractional ownership interest we retain is included in “Receivables” in our Consolidated
Balance Sheet. A portion of our retained interest is subordinate to the interests of the bank affiliates,
providing them credit support if the receivables become uncollectible. The anticipated impact of the
credit support is reflected in our allowance for uncollectible receivables. The proceeds available
under this program could be reduced, based on the level of eligible receivables, restrictions on the
concentrations of receivables, and the historical performance of the receivables. The available
proceeds may not exceed $250 million under our current agreements. Our costs under this
program vary based on changes in interest rates. They totaled $3.3 million, $4.4 million, and

$8.4 million in 2003, 2002, and 2001, respectively.

The purchasers of the receivables commit to our securitization program in 364-day increments.
When the current program expires, none of the parties are obligated to renew the arrangement. Our
experience over the last five years, however, has been that the parties do renew the arrangement
with minimal alterations. if the program were not renewed, we would obtain replacement funding
from alternative funding sources. Use of those sources, however, might result in an increase in our
interest expense and an increase in both liabilities and assets on our Consolidated Balance Sheet.

Guarantees

Note 17, Commitments and Guarantees, of the Notes to Consolidated Financial Statements in
“item 8. Financial Statements and Supplementary Data” in this Form 10-K describes the nature of
our guarantees, including the approximate terms of the guarantees, how the guarantees arose, the
events or circumstances that would require us to perform under the guarantees, and the maximum
potential undiscounted amounts of future payments we could be required to make. '

Inflationary and Seasonal Influences

We believe inflation has not had a material effect on our financial condition or results of
operations; however, there can be no assurance that we will not be affected by inflation in the
future. o '

Our office products businesses are seasonal. Sales in the second quarter and summer months
are historically the slowest of the year. Our building products businesses are dependent on housing
starts, repair-and-remodel activity, and commercial and industrial building, which in turn are
influenced by the availability and cost of mortgage funds. Declines in building activity that may
occur during winter affect our building products businesses. In addition, cold weather may affect
our operating costs (including energy) at our. manufacturing facilities.

Disclosures of Financial Market Risks

Our debt is predominantly fixed-rate. At December 31, 2003, the estimated current market value
of our debt, based on then-current interest rates for similar obligations with like maturities, was
approximately $58 million more than the amount of debt reported in the Consolidated Balance
Sheet. The estimated fair values of our other financial instruments, cash and cash equivalents,
receivables, and short-term borrowings are the same as their carrying values. In the opinion of
management, we do not have any significant concentration of credit risks. Concentration of credit
risks with respect to trade receivables is limited due to the wide variety of customers and channels
to and through which our products are sold, as well as their dispersion across many geographic
areas. '

Changes in interest and currency rates expose the company fo financial market risk. We
occasionally use derivative financial instruments, such as interest rate swaps, rate hedge
agreements, forward purchase contracts, and forward exchange contracts, to hedge underlying
debt obligations or anticipated transactions. We do not use them for trading purposes. For
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qualifying hedges, the interest rate differential is reflected as an adjustment to interest expense over
the life of the swap or underlying debt. Gains and losses related to qualifying hedges of foreign
currency firm commitments and anticipated transactions are recorded in other comprehensive
income (loss) and recognized in income as adjustments of carrying amounts when the hedged
transactions occur. Unrealized gains and losses on all other forward exchange contracts are
included in current-period net income (loss).

In November 2003, we entered into a natural gas swap to hedge the variable cash flow risk on
25,000 MMBtu per day of natural gas usage to a fixed price. The swap expires in March 2004. The
swap was designated as a cash flow hedge. Accordingly, changes in the fair value of the swap, net
of taxes, are recorded in “Accumulated other comprehensive loss” in our Consolidated Balance
Sheet. The swap was fully effective in hedging the changes in the index price of the hedged item.

Effective January 2004, we entered into two electricity swaps that convert 7 and 36 megawatts
of usage per hour to a fixed price. These swaps expire December 31, 2004. These swaps were
designated as cash flow hedges. Beginning in 2004, the changes in the fair value of the swaps, net
of taxes, were recorded in “Accumulated other comprehensive loss” in our Consolidated Balance
Sheets.

In March 2002, we entered into an interest rate swap with a notional amount of $50 million.
This swap converts $50 million of fixed-rate $150 million 7.05% debentures to variable-rate debt
based on six-month LIBOR plus approximately 2.2%. The effective interest rates at December 31,
2003 and 2002, were 3.5% and 3.6%. The swap expires in May 2005. This swap is designated as a
fair value hedge of a proportionate amount of the fixed-rate debentures. The swap and debentures
are marked to market, with changes in the fair value of the instruments recorded in income (loss).
This swap was fully effective in hedging the changes in the fair value of the hedged item;
accordingly, changes in the fair value of this instrument had no net effect on our reported income
(loss).

In January 2002, we entered into electricity and natural gas swaps that converted 40
megawatts and 6,000 MMBtu of usage to a fixed rate. The electricity swap expired at the end of
2002, and the natural gas swaps expired in March 2003. In August 2002, we entered into an
electricity swap that converted 36 megawatts of usage in the Northwest to a fixed rate. This swap
expired at the end of 2003. All of the swaps were designated as cash flow hedges. Accordingly,
changes in the fair value of the swaps, net of taxes, were recorded in “Accumulated other:
comprehensive loss” in our Consolidated Balance Sheets. These swaps were fully effective in
hedging the changes in the fair value of the hedged items.

In February 2001, we entered into two interest rate swaps with notional amounts of $50 million
each, one that matured in February 2003 and one that matured in February 2004. In
November 2001, we entered into an interest rate swap with a notional amount of $50 million that
will mature in November 2004. The swaps hedged the variable cash flow risk from the variable
interest payments on $100 million and $150 million of our.LIBOR-based debt in 2003 and 2002, The
effective interest rates from the swaps in 2003 and. 2002 were 3.4% and 3.3%. Changes in the fair
value of these swaps, net of taxes, were recorded in “Accumulated other comprehensive loss” and
reclassified to “Interest expense” as interest expense was recognized on the LIBOR-based debt.
Amounts reclassified in 2003, 2002, and 2001 increased interest expense by $3.0 million,
$3.2 million, and $1.4 million, respectively. Assuming no change in interest rates, $1.7 million would
be reclassified in 2004. Ineffectiveness related to these hedges was not significant.

We are exposed to modest credit-related risks in the event of nonperformance by
counterparties to these forward exchange contracts and interest rate swaps. However, we do not
expect the counterparties, which are all major financial institutions, to fail to meet their obligations.
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The table below provides information about our financial instruments that are sensitive to
changes in interest rates or utility indexes. For debt obligations, the table presents principal cash
flows and related weighted average interest rates by expected maturity dates. For obligations with
variable interest rates and sensitivity to energy market risk, the table sets forth payout amounts
based on current rates and does not attempt to project future rates. Other instruments subject to
market risk, such as obligations for pension plans and other postretirement benefits, are not
reflected in the table. -

Financial Instruments

December 31

2003 2002
There- Fair Fair
2004 2005 2006 2007 2008 after Total Value Total Value
- (millions)
Debt :
Short-term borrowings .. 8§ 52 § — 8§ — $§ — § — § — $§ 52 § 52 $ 280 § 280
Average interest rates . — -, - — — —_ — — 2.2% —
Long-term 'debt o

Fixed-rate debt : :
payments . .. ... .. $ 58,0 $2220 $ 423 $294 $159.2° $1,167.0 $1,677.9 $1,7224 $1,2181 $1,198.3
Average interest rates . 7.3% 7.1% 7.4% 7.4% 7.4% 7.1% 7.2% - 7.6% —_

Variable-rate deht ) .
payments . . ... ... $250 $3800 $ — $ — & — 3 — $ 4050 $ 4050 $ 2950 $ 295.0
Average interest rate . 40% 3.2% — — — — 3.3% — 3.6% —

Adjustable conversion- .
rate equity security
units .. ......... $§ — § — $1725 ' $ — § — $ — $ 1725 $ 1859 $ 1725 $ 1449
Average interest rdte . — — 5% — - — 7.5% - 75% - —

Guarantee of ESOP - o .
debt . .......... $ 191 - % — %8 — 8% — 8% — % 191 $ 193 $ 514 $ 516
Average interest rate . 9.5% — - — — — 9.5% — 8.4% —

Interest rate swaps
Notional principal amount

of interest rate exchange

agreements maturing o -

Variable to fixed ... .. $1000 $ — $ — $ — 8 — % — $ 1000 $ (1.7) $ 1500 $ (4.8
Average pay rate -, . . 4.5% — — — — —_ 4.5% — 4.8% —
Average receive rate . 1.2% — — —_ — — 1.2% — 1.5% —

Fixedtovariable . . ... 8 — $50 $ — % — § — § — $ 500 $§ 23 $ 500 $ 34
Average pay rate . . . — 1.3% — —_ — — 1.3% — 1.4% —
Average receive rate . — 4.8% — — — — 4.8% — 4.8% —

Energy swaps . ...... $ 14 $ — % — & — % — 8 —.$ 14 & 14 % 14 8 14

Timber Supply

. The primary raw material we use in our paper and building products segments is wood fiber.
The primary sources of wood fiber are timber and the byproducts of timber, such as wood chips,
wood shavings, and sawdust. Factors.such as governmental forest management practices and
reguiations and urban reat estate development infiuence the supply of timber.

We own or control approximately 2.4 miilion acres of timberland in the United States. We
manage our timberlands as part of our Boise Building Solutions and Boise Paper Solutions
segments. The financial impact of our timberlands on our results of operations is included in these
segments. The open-market cost of timber and other wood fiber is subject to commodity pricing,
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which can fluctuate greatly depending on weather, governmental restraints, and industry conditions.
The amount of timber we harvest each year from our timber resources, compared with the amount
we purchase from outside sources, varies according to the price and supply of wood fiber for sale
on the open market and the harvest levels we deem sound in the management of our timberlands.
During 2003, we met 47% of our fiber needs through our own timber and wood fiber sources, 42%
through private sources, and 11% through government sources. During 2002, these percentages
were 49%, 39%, and 12%, and in 2001, they were 44%, 47%, and 9%.

in March 2002, we announced that we would no longer harvest timber from old-growth forests
in the United States. This policy became effective in 2004. As a result of this policy, we will not
enter into any timber sale contracts on public or private forestlands that require harvesting
old-growth forests. This policy formally recognizes a trend that we had aiready been following for
several years. Our formal adoption of this policy will not materially affect our available timber

supply.

Changes in government policy and environmental litigation can cause the amount of timber
available for commercial harvest from public and private lands to vary considerably. Declines in the
amount of timber offered for sale can negatively impact our wood manufacturing facilities. In recent
years, these declines have been severe enough to cause the+closure of numerous facilities,
including two of our own. Future legislation and litigation concerning the use of public lands, the
protection of endangered species, the promotion of forest health, and the response to and
prevention of catastrophic wildfires may either increase or decrease the amount of timber supply
from both public and private forestlands. As a resuit, we cannot accurately predict future log suppiy
and costs or its potential impact on our manufacturing facilities.

Long-term leases of private timberlands generally provide Boise with timber harvesting rights
and carry with them responsibility for managing the timberlands. The remaining life of all leases,
including renewal terms, ranges from 13 to 62 years. In addition, we have an option to purchase
approximately 200,000 acres of timberland under lease and/or contract in the southern United
States. We manage our timberlands so that they will provide a continuous and sustainable supply
of wood for future needs.

Our two Northwest pulp and paper mills receive approximately 57% of their wood chips from’
internal sources, including our whole-log chipping facility; our cottonwood fiber farm near Wallula,
Washington; and our Northwest building materials manufacturing facilities. Excluding the chips
provided by our Yakima plywood and lumber operations, which were sold in February 2004, about
50% would have been provided from internal sources. Roughly 25% of the pulp used by our
uncoated free sheet machine in Wallula during 2003 was made from cottonwood fiber from our
farm.

In 2003, we sold approximately 9,100 acres of timberland in Idaho and 2,500 acres in Alabama.
In 2002, we purchased approximately 28,000 acres of timberland to support the operations of our
plywood and iumber mills in northeastern Oregon and also soid approximately 4,600 acres in
Alabama. In 2001, we purchased approximately 19,000 acres of timberland to support the
operations of our pulp and paper mill in Jackson, Alabama. Fiber for our veneer and plywood plant
in Brazil is initially coming from private sources. Boise manages the land and trees and schedules
the harvest for one of these private sources in Brazil under multiyear agreements. This private
source provides a significant portion of our plant’s fiber needs. In 2001, we also purchased
approximately 35,000 acres of eucalyptus plantation land in Brazil to meet the future fiber
requirements of the plant.

Boise’s success depends on responsible environmental stewardship—our ability to sustain the
resources that contribute to the products and services we offer our customers. Our forest
management practices embrace our own farest stewardship values and measures as well as the




Sustainable Forestry Initiative® (SFI®) program, a comprehensive system of principles, objectives,
and performance measures that integrates the sustainable growing and harvesting of trees with
protection of wildlife, plants, soil, and water quality.

During 2000 and 2001, PricewaterhouseCoopers LLP (PwC) conducted sustainable forestry
audits on our U.S. timberlands, and on other private and public lands from which we purchase
timber, to determine whether our forest management practices compiied with the SF| program
requirements. Those PwC audits found our timberlands to be in full compliance with SFi
requirements, resulting in our timberlands being certified under the SF| standard.

During 2002, the SFl program added a product-labeling component for manufactured products.
This component calls for independent, third-party audits of fiber sources and fiber procurement
processes. Products manufactured at a certified facility can bear the SFI label. Audits of our fiber
sources and fiber procurement processes are being performed as part of a second round of
sustainable forest audits that began in 2003 and will be compieted in 2004. PwC is performing
these audits, and we will publish findings from them in late 2004.

Environmental

Our businesses are subject to a wide range of general and industry-specific environmental laws
and regulations. Boise Paper Solutions and Boise Building Solutions, in particular, are affected by
laws and regulations covering air emissions, wastewater discharges, solid and hazardous waste
management, site remediation, and forestry operations. Compliance with these laws and regulations
is a S|gn|f|cant factor in the operation of these businesses.

We incur substantial capital and operatinig expenditures to comply with federal, state, and local
environmental laws and regulations. Failure to comply with these laws and regulations could resuit
in civil or criminal fines or penalties or in.enforcement actions. Our failure to comply could also
result in governmental or judicial orders that stop or interrupt our operations or require us to take
corrective measures, install additional pollution control equipment, or take other remedial actions.
We anticipate capital expenditures of about $13 million in 2004 to comply with environmental
requirements. We anticipate spending similar or greater amounts in the years ahead. These caputal
expenditures, along with our established operating procedures and controls, wull allow us to
continue to meet environmental standards.

In January 2003, the Environmental Protection Agency (EPA) proposed rules that regulate air .
emissions from boilers and wood panel plants. We expect the EPA to finalize these ruies in 2004.
While the final requirements are not yet known, we expect capital expenditures in the range of
$25 million to $45 million to comply with these rules during the period from 2004 to 2007.

As an owner and operator of real estate, we may be liable under environmental laws for the
cleanup of past and present spills and releases of hazardous or toxic substances on or from our
properties and operations. We can be found liable under these laws if we knew of, or were
responsible for, the presence of such substances. In some cases, this liability may exceed the value
of the property itself.

We have been notified that we are a “potentially responsible party” under the Comprehensive
Environmental Response, Compensation and Liability Act (CERCLA) or similar federal and state
laws, or have received a claim from a private party, with respect to 16 active sites where hazardous
substances or other contaminants are or may be located. In most cases, we are one of many
potentially responsible parties, and our alleged contribution to these sites is relatively minor. For
sites where a range of potential liability can be determined, we have established appropriate
reserves. We believe we have minimal or no responsibility with regard to several other sites. We
cannot predict with certainty the total response and remedial costs, our share of the total costs, the
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extent to which contributions will be available from other parties, or the amount of time necessary to
complete the cleanups. Based on our investigations; our experience with respect to cleanup of
hazardous substances; the fact that expenditures will, in many cases, be incurred over extended
periods of time; and the number of solvent potentially responsible parties, we do not believe that
the known actual and potential response costs will, in the aggregate, materially affect our financial
position or results of operations.

Critical Accounting Estimates

The Securities and Exchange Commission defines critical accounting estimates as those that
are most important to the portrayal of our financial condition and results. These estimates require
management’s most difficult, subjective, or complex judgments, often as a result of the need to
estimate matters that are inherently uncertain. We reviewed the development, selection, and
disclosure of the following critical accounting estimates with the Audit Committee of our board of
directors. Our current critical accounting estimates. are as follows:

Pensions

We have experienced rapidly increasing retirement benefit plan costs. In response to escalating
costs, the Retirement Committee approved the following changes to our pension plan for salaried
employees: (1) no new entrants into the plan effective November 1, 2003; (2) a reduction in the
service crediting rate for years of service earned after December 31, 2003, from 1.25% to 1%; and
(3) for Boise Office Solutions, Contract, participants, a benefit freeze effective December 31, 2003,
with one additional year of service provided to active Boise Office Solutions, Contract, participants
on January 1, 2004, at the 1% crediting rate. The benefit freeze at our Boise Office Solutions,
Contract, segment affects about 7,650 of our 55,618 employees. These changes had a small
negative effect on our 2003 expense and will have a $24 million favorable impact on expense in
2004, with a positive compounding effect over time.

We account for pension expense in accordance with SFAS No. 87, Employer's Accounting for
Pensions. This statement requires us to calculate our pension expense and liabilities using actuarial
assumptions, including a discount rate assumption and a long-term asset return assumption. We
base our discount rate assumption on the rates of return on high-quality bonds currently available
and expected to be available during the period to maturity of the pension benefits. We base our
long-term asset return assumption on the average rate of earnings expected on invested funds. We
believe that the accounting estimate related to pensions is a critical accounting estimate because it
is highly susceptible to change from period to period, based on the performance of plan assets,
actuarial valuations, and changes in interest rates, and the effect on our financial position and
results of operations could be material. The estimate for pensions is a critical accounting estimate
for our Boise Office Solutions, Contract; Boise Building Solutions; Boise Paper Sclutions; and
Corporate and Other segments. The Boise Office Solutions, Retail, employees, among others, do
not participate in the pension plans.

For 2003, our discount rate assumption was 6.75%, and our long-term asset return assumption
was 8.5%. Using these assumptions, our 2003 pension expense was $77.1 million, following
expense of $30.4 million and $11.1 million in 2002 and 2001. If we had decreased our estimated
discount rate to 6.5% and our expected return on plan assets to 8.0%, our 2003 pension expense
would have been $88 million, and net income would have decreased approximately $7 million. If we
had increased our discount rate assumption to 7% and our expected return on plan assets to 9.0%,
our 2003 pension expense would have been $66 million, and net income would have increased
approximately $7 million.




For 2004, our discount rate assumption is 6.25%, and our expected return on plan assets is
8.25%. Using these assumptions, we estimate that our 2004 pension expense will be approximately
$80 million. If we were to decrease our estimated discount rate assumption to 6% and our expected
return on plan assets to 7.75%, our 2004 pension expense would be approximately $31 million. ¥
we were to increase our discount rate assumption to 6.5% and our expected return on plan assets
to 8.75%, our 2004 pension expense would be approximately $69 million.

Pension plan contributions include required minimums and, in some years, additional
discretionary amounts. In 2003, the required minimum contribution was $26 million. During 20083,
we made cash contributions to our pension plans totaling $84.5 million, compared with
$48.0 million in 2002 and $17.7 million in 2001. Congress is currently considering temporary
pension funding relief to replace the temporary three-year pension funding relief legislation that
expired on December 31, 2003. Under the expired legisiation, companies were permitted to use
120% of the average 30-year treasury bond formula as opposed to the previous 105% ceiling. The
House of Representatives passed a bill that would allow companies to use a funding discount rate
based on an index of high-quality corporate bonds to be developed by the Treasury Department.
The Senate has passed similar [egislation. If the legislative efforts result in a discount rate that is
similar to the previous temporary relief package, our required minimum contribution to our pension
plans in 2004 is estimated to be $55 million. However, if no legislative relief is passed and
companies have to return to the 105% ceiling, our minimum contribution in 2004 would be
approximately $95 million. We expect to make contributions to the plans of at least the minimums
required or, if legislative relief is passed, approximately $80 million to $120 million during 2004. We
expect to make similar contributions in 2005, assuming some form of comparable pension relief
legislation passes. Without pension relief legislation, and depending on interest rates, asset returns,
and other factors, our minimum pension contribution in 2005 could be higher than that range. We
anticipate having sufficient liquidity to meet our future pension requirements,

The amount of additional minimum pension liability is determined based on the value of plan
assets compared with the plans’ accumulated benefit obligation. Because of better returns on plan
assets in 2003 than 2002, our 2003 minimum pension liability decreased, resulting in a $52.9 million
increase in shareholders’ equity in “Accumulated other comprehensive loss.” At December 31,
2003, our discount rate assumption was 6.25%. If we had changed our estimated discount rate to
6.0%, our 2003 minimum pension liability adjustment would have increased shareholders’ equity
$24 million. If we had changed our discount rate assumption to 6.5%, our 2003 minimum pension
liability adjustment would have increased shareholders’ equity $81 million. The change in the
additional minimum liability that we will record in 2004 will depend on the actual market value of
plan assets on our valuation date (December 31) and the assumptions chosen at that date. When
recorded, the ad;ustments to the minimum pension liability are noncash and do not affect net
income (loss).

Long-Lived Asset Impairment

We account for the impairment of long-lived assets in all of our segments in accordance with
SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. An impairment of a
long-lived asset exists when the carrying value of an asset exceeds its fair value and when the
carrying value is not recoverable through future operations. We review the carrying value of
long-lived assets for impairment when events or changes in cwcumstances indicate that the carrying
amount of assets may not be recoverable.

Long-lived asset :mpalrment is a critical accounting estimate, as it is susceptible to change
from period to period. To estimate whether the carrying value of an asset or asset group is
impaired, we estimate the cash flows that could be generated under a range of possible outcomes,
and we estimate the likelihood of possible outcomes. To measure future cash flows, we are

46




required to make assumptions about future production volumes, future product pricing, and future
expenses to be incurred. In addition, estimates of future cash flows may change based on the
availability of timber, environmental requirements, capital spending, and other strategic
management decisions. We estimate the fair value of an asset or asset group based on quoted
market prices (the amount for which the asset(s) couid be bought or sold in a current transaction
with a third party), when available. When quoted market prices are not available, we use a
discounted cash flow model to estimate fair value.

As discussed above, in December 2003, we completed our acquisition of OfficeMax. Given the
scale of the OfficeMax acquisition, we have undertaken a review of the direction of the company as
a whole by exploring strategic alternatives for our paper and building products businesses. We are
considering alternatives ranging from no change in our business mix to potential restructurings,
divestitures, spinoffs, and/or other business combinations. We expect this process, which began
late in 2003, to take 12 to 18 months. The review of the company’s strategic dlrectlon could affect
our valuations of expected future cash flows.

Due to the numerous variables associated with our judgments and assumptions relating to the
valuation of assets and the effects of changes in circumstances (timber availability, environmental
requirements, capital spending, and other management decisions) on these valuations, both the
precision and reliability of our estimates are subject to uncertainty. As additional information
becomes known, we may change our estimates.

Environmental Remediation

We are subject to a variety of environmental and pollution control laws and regulations. As is
the case with other companies in similar industries, we face exposure from actual or potential
claims and legal proceedings involving environmental matters.

We account for environmental remediation liabilities in accordance with the American Institute
of Certified Public Accountants Statement of Position 96-1. We record liabilities on an undiscounted
basis when assessments and/or remedial efforts are probable and the cost can be reasonably
estimated. We estimate our environmental liabilities based on various assumptions and judgments,
as we cannot predict with certainty the total response and remedial costs, our share of total costs,
the extent to which contributions will be available from other parties, or the amount of time
necessary to complete any remediation. In making these judgments and-assumptions, we consider,
among other things, the activity to date at particuiar sites, information obtained through consuitation
with applicable regulatory authorities and third-party consultants and contractors, and our historical
experience at other sites that are judged to be comparable. Due to the number of uncertainties and
variables associated with these assumptions and judgments and the effects of changes in
governmental regulation and environmental technologies, the precision of the resulting estimates of
the related liabilities is subject to uncertainty. We regularly monitor our estimated exposure to our
environmental liabilities. As additional information becomes known, our estimates may change.

Goodwill Impairment

We account for acquisitions under the purchase method of accounting, typically resulting in
goodwill. SFAS No. 142, Goodwill and Other Intangible Assets, requires us to assess goodwill for
impairment at least-annually in the absence of an indicator of possible impairment and immediately
upon an indicator of possible impairment. The statement requires estimates of the fair value of our
reporting units. If we determine the fair values are less than the carrying amount of goodwill
recorded on our Consolidated Balance Sheet, we must recognize an impairment in our financial
statements. At December 31, 2003, we had $1.1 billion of goodwill recorded on our Consolidated
Balance Sheet. Of the $1.1 billion, $488.0 million, $607.7 million, and $11.6 million were recorded in




our Boise Office Solutions, Contract; Boise Office Solutions, Retail; and Boise Building Solutions
segments, respectively.

During the first quarter of 2003, we performed our annual impairment assessment of goodwill in
our Boise Office Solutions, Contract, and Boise Building Solutions segments in accordance with the
provisions of SFAS No. 142. We concluded that no impairment existed. Based on our review for
impairment indicators in the last three quarters of 2003, we have determined that an impairment
review is not required prior to our annual review during the first quarter of 2004. In testing for
potential impairment, we measured the estimated fair value of our reporting units based upon
discounted future operating cash flows using a discount rate reflecting our estimated average cost
of funds. Differences in assumptions used in projecting future operating cash flows and cost of
funds could have a significant impact on the determination of impairment amounts.

In estimating. future cash flows for our office products and building products businesses, we
used our internal budgets. Our budgets were based on recent sales data for existing products,
planned timing of new product launches or capital projects;, and customer commitments related to
new and existing products. These budgets also included assumptions of future production volumes
and pricing of commodity products. Due to the inherent volatility of commaodity product pricing, our
pricing assumptions were based on the average pricing over the commodity cycle. These prices
were estimated from information gathered from-industry research firms, research reports published
by investment analysts, and other published forecasts. If our estimates of projected future cash
flows were too high by 10%, there would be no impact on the reported value of goodwill on our
Consolidated Balance Sheet.

Due to the numerous variables associated with our judgments and. assumptions relating to the
valuation of the reporting units and the effects of changes in circumstances on these valuations,
both the precision and reliability of the resuiting estimates are subject to uncertainty. As additional
information becomes known, we may change our estimates.

Cautionary and Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements. Statements that are not
historical or current facts, including statements about our expectations, anticipated financial results,
and future business praspects, are forward-looking statements. You can identify these statements -
by our use of words such as "‘may,” *will,” “expect,” “believe,” “‘should,” “plan,” “anticipate,” and
other similar expressions. You can find examples of these statements throughout this report,
including the Summary and Outlook section. We cannot guarantee that our actual results will be
consistent with the forward-looking statements we make in this report. We have listed below
inherent risks and uncertainties that could cause our actual results to differ materially from those we
project. We do not assume an obligation to update any forward-looking statement.

Competition in our markets could harm our ability to achieve or maintain profitabitity. Al
of the markets we serve are highly competitive, with a number of large companies operating in
each. We compete in our markets principally through price, service, quality, and value-added
products and services. ‘ )

Boise Office Solutions, Contract and Retail. The office products market is highly competitive.
Purchasers of office products have many options when purchasing office supplies and paper,
technology products, and office furniture, We compete with worldwide contract stationers, large
retail office products suppliers, direct-mail distributors, discount retailers, drugstores, supermarkets,
and thousands of local and regional contract stationers, many of whom have long-standing
customer relationships. Increased competition in the office products industry, together with
increased advertising, has heightened price awareness among end-users. Such heightened price
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awareness has led to margin pressure on office products. Besides price, competition is also based
on customer service.

Boise Building Solutions. The building products markets in which we compete are very large
and highly fragmented, with fewer than ten national producers but hundreds of local and regional
manufacturers and distributors. Most of our competitors are located in the United States and
Canada, although we have seen increasing competition from outside North America. We compete
not only with manufacturers and distributors of similar building products but also with products
made from alternative materials, such as steel and plastic. Many factors (chiefly price, quality, and
service) influence competition in the building products markets.

Boise Paper Solutions. Our major paper products are uncoated free sheet, containerboard,
and newsprint, all of which are globally traded commodities with numerous worldwide
manufacturers and distributors, About a dozen major manufacturers compete in the North American
paper market. Price, quality, and service are important competitive determinants across paper
markets. All of our paper manufacturing facilities are located in the United States, and we compete
largely in the domestic arena. We do, however, face competmon from foreign producers. The level
of this competition varies depending on the level of demand abroad and the relative rates of
currency exchange. Our paper products also compete with electronic transmission and document
storage alternatives. As trends toward more use of these alternatives continue, we may see
variances in the overall demand for paper products or shifts from one type of paper to another. For
example, demand for newsprint has declined as newspapers are replaced with electronic media.

Some of our competitors in each of our businesses are larger than we are and have greater
financial and other resources available to them, and there can be no assurance that we can
continue to compete successfuily with them. Some of our competitors are also currently lower-cost
producers than we are and may be better able to withstand price declines. In addition, if we do not
continue to provide excellent customer service and quality products in each of our businesses, our
profitability in each business and our overall profitability may be harmed.

We cannot ensure that our integration with OfficeMax will be successful. Integrating and
coordinating our operations and personnel with those of OfficeMax will involve complex operational
and personnel-related challenges. This process will be time-consuming and expensive, may disrupt
the business of either or both companies, and may not result in the full benefits we expect. The
difficulties, costs, and delays that could be encountered include: unanticipated issues in integrating
information, communications, and other systems; negative effects on employee morale and
performance as a resuit of job changes and reassignments; difficulties attracting and retaining key
personnel; loss of customers; unanticipated incompatibility of purchasing, logistics, marketing,
paper sales, and administration methods; and unanticipated costs of terminating or relocating
facilities and operations.

We have more indebtedness since the merger, which could adversely affect our cash
flows, business, and ability to fulfill our debt obligations. We have a substantial amount of
debt, some of which we recently incurred as part of our acquisition of OfficeMax. As of January 31,
2004, our outstanding debt was $2.3 billion. The increased levels of debt could, among other
things: require us to dedicate a substantial portion of our cash flow from operations to payments on
our debt, thereby reducing funds available for working capital, capital expenditures, acquisitions,
and other purposes; increase the cost and reduce the avaitability of funds from commercial lenders,
debt financing transactions, and other sources; increase our vulnerability to, and limit our flexibility
in planning for, adverse economic and industry conditions; create competitive disadvantages
compared with other companies with lower debt levels; and cause further downgrading of our credit
rating, which could limit our ability to borrow money and increase the cost of doing so.




The outcome and timing of our evaluation of strategic alternatives is uncertain. At the
same time we announced our acquisition of OfficeMax, we announced we would evaluate strategic
alternatives for our paper and building products businesses. We have engaged Goldman,

Sachs & Co. to assist the company in developing, evaluating, and implementing these alternatives.
We are considering alternatives ranging from no change in our business mix to restructurings,
divestitures, spinoffs, and other business combinations. The evaluation and any subsequent
implementation of the plans that we develop could, in fact, take longer than we have anticipated.
The evaluation and its timing, outcome, and implementation may significantly affect the company
and its future financial results and business prospects.

The prices we charge for our paper and building products are subject to cyclical market
pressures. Our paper and building products businesses are subject to cyclical market pressures.
Historical prices for our products have been volatile, and our direct influence over the timing and
extent of price changes for our products is limited. The relationship between supply and demand in
the paper and building products industries significantly affects product pricing. Demand for building
products is driven mainly by factors outside our control, such as the construction, repair and
remodeling, and industrial markets; interest rates; and weather. The supply of paper and building
products fluctuates based on available manufacturing capacity, and excess capacity in either
industry, both domestically and abroad, can result in significant declines in market prices for our
products. Prolonged periods of weak demand or excess supply in any of our businesses could
negatively affect our market share, seriously reduce our margins, and harm our liquidity, financial
condition, or results of operations.

Increases in our raw material costs may harm the results of our operations. The cost of
our raw supplies, such as wood fiber, energy, and chemicals, significantly affects the results of our
operations. Selling prices of our products have not always increased in response to increases in the
prices of our raw materials. On occasion, our results of operations have been, and in the future
may be, harmed if we are unable to pass raw material price increases through to our customers.
Wood fiber is a significant raw material for our paper and building products businesses. The
percentage of our wood fiber requirements obtained from our timberlands will fluctuate based on a
variety of factors, including changes in our timber harvest levels and changes in our manufacturing
capacity. The cost of various types of wood fiber that we purchase in the market has at times
fluctuated greatly because of economic or industry conditions. The volume and value of timber that
can be harvested from our lands may be limited by natural disasters such as fire, insect infestation,
disease, ice storms, windstorms, flooding, and other weather conditions and causes. We do not
maintain insurance for any loss to our standing timber from natural disasters or other causes.

Environmental regulation and environmental compliance expenditures affect our results.
Our paper and building products businesses are subject to a wide range of general and industry-
specific environmental laws and regulations, particularly with respect to air emissions, wastewater
discharges, solid and hazardous waste management, site remediation, forestry operations, and
endangered species. Compliance with these laws and regulations is a significant factor in our
business. We expect to continue to incur significant capital and operating expenditures to maintain
compliance with applicable environmental laws and regulations. Our failure to comply with
applicable environmental laws and regulations, including permit requirements, could result in civil or
criminal fines or penalties or in enforcement actions, including regulatory or judicial orders enjoining
or curtailing operations or requiring corrective measures, installation of pollution control equipment,
or remedial actions. As an owner and operator of real estate, we may be liable under environmental
laws for cleanup and other costs and damages, including tort liability, resulting from past or present
spills or releases of hazardous or toxic substances on or from our properties. Liability under these
laws may be imposed without regard to whether we knew of, or were responsible for, the presence
of such substances on our property and, in some cases, may not be limited to the value of the
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property. Unanticipated situations could give rise to material environmental liabilities. Enactment of
new environmental [aws or regulations or changes in existing laws or regulations might require
significant expenditures. We may be unable to generate funds or other sources of liquidity and
capital to fund unforeseen environmental liabilities or expenditures.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET
RISK
information concerning quantitative and qualitative disclosures about market risk is included

under the caption “Disclosures of Financial Market Risks” in “ltem 7. Management’s Discussion
and Analysis of Financial Condition and Results of Operations” in this Form 10-K.




ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Boise Cascade Corporation and Subsidiaries
Consolidated Statements of Income (Loss)

Year Ended December 31
2003 2002 2001.

(thousands, except per-share amounts)

Sales ... .. e $8,245,146 $7,412,329 $7,422,175
Costs and expenses
Materials, labor, and other operating expenses ............ 6,653,109 6,013,613 5,990,601
Depreciation, amortization, and cost of company timber
harvested . . . ... ... 308,332 306,973 296,023
Selling and distribution expenses ...................... 950,129 785,883 785,243
General and administrative expenses . .................. 158,786 154,284 131,720
Other (income).expense, net .. .......... ... ... ........ 35,787 30,842 129,460
‘ 8,106,143 7,291,595 7,333,047
Equity in net income (loss) of affiliates . ............... 8,822 (2,435) (8,039)
Income fromoperations . ... .............. . ... ...... 147,825 118,299 81,089
Interestexpense . ....... ... . .. ... (132,545) (131,713) (128,635)
Interest income . . ... . e 1,186 1,525 1,822
Foreign exchange gain (loss) . . ........ ... .. ... ..... g 2,831 (325) (2,834)

(128,528) (130,513) (129,647)

Income (loss) before income taxes, minority interest, and

cumulative effect of accounting changes ............. 19,297 (12,214) (48,558)
Income tax {(provision) benefit. . ........... ... ... ... ... (2,222) 23,554 5,862
Income (loss) before minority interest and cumulative effect

of accountingchanges ........................... 17,075 11,340 (42,696)
Minority interest, netof incometax . .................... — — 195
Income (loss) before cumuilative effect of accounting

changes . ....... .. ... . ... ... 17,075 11,340 (42,501)
Cumulative effect of accounting changes, net of income tax . . . (8,803) — —
Netincome (loss) . . .. ... ... ... . . . ... .. o, 8,272 11,340 (42,501)
Preferred dividends . .. ....... ... .. ... . . . ... (13,061) (13,101) {13,085)
Net loss applicable to common shareholders . . ... .. ... .. $ 47898 (1,761) % (55,586)

Net income (loss) per common share
Basic and diluted before cumulative effect of accounting
ChANGES . . i vt it i e e $.07 $(.03) $(.96)

Cumulative effect of accounting changes, net of income tax . . . (19 R —

$(.08) $(.03) $(.96)

Basicanddiluted. ... .......... ... ... ..o i,

See accompanying notes to consolidated financial statements.
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Boise Cascade Corporation and Subsidiaries
Consolidated Balance Sheets

December 31

2003 2002
(thousands)
ASSETS
Current
Cashandcashequivalents . . .......... ... .. ... ... ... ... $ 124879 % 65,152
Receivables, less allowances of $10,865 and $13,111........... .. 574,219 423,976
INventories . . . ... ... 1,609,811 717,966
Deferred income taxes . .. ... .. . i 132,235 52,131
Other ... . e e 60,148 36,524
2,501,292 1,295,749
Property
Property and equipment
Land and land improvements. . . ........ ... o o 87,703 70,731
Buildings and improvements .. ........ ... oo 890,871 709,127
Machinery and equipment . . . .. .. ... . o L 4,905,012 4,678,112
5,883,586 5,457,970
Accumulated depreciation. . ... ... ... .. o o e (3,058,527)  (2,915,940)
‘ 2,825,059 2,542,030
Timber, timberlands, and timber deposits . . .. .................. 330,667 328,720
3,155,726 2,870,750
Goodwill . .. ... ... 1,107,292 400,541
Intangible assets, net . . . ... ....... e 218,196 24,629
Investments in equity affiliates . . .. ......... ... ... ... ..... 44,335 35,641
Other assets . . . . .. .. P 349,318 320,090
Total assets . ........ ... .. ... . ... $ 7,376,159 $ 4,947,400

See accompanying notes to consolidated financial statements.
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Boise Cascade Corporation and Subsidiaries
Consolidated Balance Sheets (continued)

December 31

2003 2002
‘ (thousands})
LIABILITIES AND SHAREHOLDERS’ EQUITY ‘
Current _ ' :
Short-term borrowings . .. ... . $ 5,188 $ 28,000
Current portion of long-termdebt. . .. .. ... .. ... ... ... . ..... 83,016 125,651
Income taxes payable . ... ........... T ' 694 9,512
Accounts payable . . ... ... 1,255,303 519,596
Accrued liabilities :
Compensation and benefits . . ........... ... .. .. ... .. ... ... - 317,934 . 218,085
Jnterest payable .. ... e 34,130 29,928
Other . ............. ... e 280,646 122,832
' ‘ 1,976,911 1,053,604
Debt _ :
Long-term debt, less current portion . ....... .. ... ... ... 1,999,876 1,387,398
Adjustable conversion-rate equity security units . .. ............... 172,500 172,500
Guarantee of ESOP debt. . ... ... ... . .. 19,087 51,448
' 2,191,463 1,611,346
Other : )
Deferred income taxes ... ... ... . it 43,311 165,357
Compensationand benefits . . . . ........ ... ... ... .. ... . ..... 564,331 667,694
Other long-term liabilities . . . .. ....... . .. .. . . . 256,355 49,868
863,997 882,919
Minority interest . . . ...... ... ... ... ... ... oL 20,154 —
Commitments and contingent liabilities
Shareholders’ equity
Preferred stock—no par value; 10,000,000 shares authorized;
Series D ESOP: $.01 stated value; 4,117,827 and 4,280,615 shares
outstanding . . . .. L L e e 185,302 192,628

Deferred ESOP benefit. . . ... ... ... . . i (19,087) (51,448)
Common stock—$2.50 par value; 200,000,000 shares authorized; '

87,137,306 and 58,283,719 shares outstanding . . . . ............. 214,805 145,709
Additional paid-incapital . .. ........... .. o oo 1,228,694 474,533
Retained earnings. . . . . e O 907,738 952,215
Accumulated other comprehensive loss . .............. . ... ... .. (193,818) (314,1086)
Total shareholders’ equity . . .. ......... ... ... ... ... ... ... ... 2,323,634 1,399,531

Total liabilities and shareholders’ equity . ... ........... I $7,376,159 $4,947,400

See accompanying notes to consolidated financial statements.

54



Boise Cascade Corporation and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended December 31

2003 2002 2001
(thousands)
Cash provided by (used for) operations
Netincome (10SS) . ... ... i i e $ 8272 $ 11,340 $ (42,501)
ltems in net income (loss) not using (providing) cash
Equity in net (income) loss of affiliates ................. {8,822) 2,435 8,039
Depreciation, amortization, and cost of company timber
harvested. . .. .. ... . . e 308,332 306,973 296,023
Deferred income tax benefit . .. ............. ... ..... (19,024) (34,966) (17,670)
Pension and other postretirement benefit expense . ... ... .. 84,760 37,701 17,542
Cumulative effect of accounting changes, net of income tax . . 8,803 — —
Minority interest, netofincometax .. .................. — -— 384
Restructuring activities . .. ............ ... ... . ... (806) (750) 57,929
Write-down and saleofassets ....................... 14,699 23,646 54,261
Other .. e e e 3,630 (1,083) 8,705
Decrease (increase) in working capital, net of acquisitions
Receivables. . . ... ... .. (22,170) 6,909 78,112
Inventories . ... .. e 72,600 (61,579) 93,084
Accounts payable and accrued liabilities . . .. ............ (62,481) 8,951  (109,150)
Current and deferred incometaxes ..................... (22,604) 28,132 (9,620)
Pension and other postretirement benefit payments. . ... ... .. (94,811)  (57,775)  (28,151)
Other . ... e e 65,010 38,525 564
Cash provided by operations .. ... ... e 335,388 308,479 407,551
Cash provided by (used for) investment '
Expenditures for property and equipment . . . .. ... ......... (217,504) (218,961) - (304,857)
Expenditures for timber and timberlands. . .. .............. (10,256)  (18,184)  (35,901)
Investments in equity affiliates . .. . ... ...... ... ... ... .. 127 225 (783)
Acquisition of businesses and facilities, net of cash acquired . ..  (432,571) (7,171) (4,655)
Salesofassets . ................. e e — — 160,984
Other . . e e (24,103)  (34,548)  {49,299)
Cashusedforinvestment. .. ............. .. ... ...... (684,307) (278,639) (234,511)
Cash provided by (used for) financing
Cash dividends paid
Commonstock . .............. e e e (35,001) (34,917)  (34,546)
Preferred stock ............ e e e e (13,864) (14,548) (15,175)
(48,865) (49,465)  (49,721)
Short-term borrowings . . .. ... ... L e e (22,812)  (20,700) (3,300}
Additionstolongtermdebt . ........ ... ... . L oL 735,712 232,181 39,559
Payments of long-termdebt. . ... ... ... .. .. . oL (246,589) (176,964) (342,084)
Issuance of adjustable conversion-rate equity security units . . . . — — 185,225
Other . . . e (8,800) (6,442) 11,163
Cash provided by (used for) financing. . ............. ... 408,646 (21,380) (179,158)
Increase (decrease) in cash and cash equivalents ........ 59,727 8,450 (6,118)
Balance at beginning oftheyear. ... .................. 65,152 56,702 62,820
Balance atend oftheyear .......................... $124879 $ 65,152 $ 56,702

See accompanying notes to consolidated financial statements.
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Boise Cascade Corporation and Subsidiaries
Consolidated Statements of Shareholders’ Equity

Common
Shares
Outstanding

57,337,158 Balance at December 31,2000 . . . ., . ... ... ...

Comprehensive {oss

Netloss . . . ... ... ... . . ... ...

Other comprehensive toss, net of tax

Curnulative foreign currency translation adjustment . . . .
Cashflowhedges .. ........ . ........ .
Minimum pensicn lability adjustment . . . . . . . ..

Other comprehensive loss . . . . .. ... .. ... e

Comprehensiveloss . . .. .. ... .. ....... .

Cash dividends declared

Commonstock . . .« ... i L o

. Preferredstock . ... ... . .. ... .. 0
717,639 Stock options exercised . . . . . .. .. . ... ...
{8,940) Treasury stock cancellations . . . . .. . ... ... ...
10805 Other . . . . . . . . ... e

58,061,762 Balance at December 31,2001 .. . . . ... .. ... ..

Comprehensive ioss

Netincome . ... ... ....... .. ... .....

Qther comprehensive incoma (loss), net of tax

Cumulative foreign currency translation adjustment . . . .
Cashflowhedges . .... ... . ........ ..
Minimum pension liability adjustment . . . .. . . ..

Other comprehensive loss ., . . . . . .. PR
Comprehensive loss . . . . . e e

Cash dividends declared

Commonstock . .. .. ... .. ... ... ...,

Preferred stock . . . . . . FERE e L

218,462 Stock options exercised , . . . . . . ..., ... ..
(1,148) Treasury stock cancellations . . .. .. ... . ... ...

* 4643 Other

Comprehensive income

Netincome . . ... ... ...... o

Other comprehensive income, net of tax

Cumulative foreign currency translation adjustment . . . .
Cashflowhedges . .. ...... .. ........
Minimum pension liabllity adjustment . . . . . .. .. :

Other comprehensive income. . . . . ... ... ...

Comprehensive income . . . . . . .. ... ...,

Cash dividends declared

Commonstock . .. ... . ... . . ... ...

Preferred stock . . . . . .. ... .. ... .

27,316,955 Stock issued for acquisition . . . . ... . ... L.
1,215,118 Restricted stock . . . . . . .. ... oL
713 Restricted stock vested . . . . . .. ... Lo
319,139 Stock options exercised . . . . . . . .. ... ...
(2,008) Treasury stock canceliations . . .. .. .. . .......

3668 Other . . . .. .. ... . . ... S

87,137,306 Balance at December 31,2003 . . ., .. . ...... -

For the Years Ended December 31, 2001, 2002, and 2003

Total
Share-
holders’
Equity

Accumulated

Deferred Additional QOther
Preferred ESOP Common Paid-In Retained Comprehensive
Stock Benefit Stock Capltal  Earnings Loss

{thousands, except share amounts)

58,283,719 Balance at December 31,2002 . . . . . ... ... .. ..

$1,756,972 $210,961 $(107,911) $143,343 $ 454,849 $1,074,228 $ (18,498)

(42,501) - - - — {42,501) —
(9,014) — - - — — (8,014)
(2,907) - — — — — {2,907)
(109,382) — - — — - {109,382)
(121,308) — — — — — (121,303)

$ (163,804)
(34,653) — — — —  (34,653) -
(15,180) - — — —  (15,180) -
21,735 —_ — 1,794 19,941 — -
(9,460)  (8,335) — (10) 31) (84) —
22,743 — 2702 27 (7.807) 3,501 —
$1,578,853 $201,626 $ (80,889) $145,154 § 466952 $ 985311  $(139,801)
11,340 - — - - 11,340 —
12,829 — — — - — 12,829
861 — - - — — 861
(187,995) —_ — — — — (187.995)
(174,305) - — — — — (174,305)

$ (162,965)
(34,952) — — — — (34,952 —
(14,548) — — — —  (14,548) | -
6,494 — — 546 5,948 - -
(9,033)  (8.998) — 3) ©) {23) -
36,182 — 29441 12 1,642 5,087 —
$1,399,531 $192,628 $ (51,448) $145,700 $ 474,533 § 952,216  $(314,108)
8,272 — — — — 8,272 -
65,472 — — — — - 65,472
1,887 — — - — — 1,887
52,929 - — — - — 52,929
120,288 — — —_ — — 120,288

$ 128,560
(39,445) — — — —  (39,445) —
(13,864) — — — —  (13,864) —
808,172 — — 680292 739,880 - -
6,461 — - —_ 6,461 — —_
— —_ — 2 ) —_ —
8,554 — — 798 7,756 — -
(7,378)  (7,326) - (5) (16) @1) —
33,043 — 32,361 9 82 591 —
$2,323,634 $185,302 §$ (19,087) $214,805 $1,228,694 $ 907,738  $(193,818)

See accbmpanying notes to consolidated financial statements.
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Notes to Consolidated Financial Statements
1. Summary of Significant Accounting Policles

Nature of Operations

In December 2003, we acquired OfficeMax, Inc. (OfficeMax). For more information, see Note 2,
OfficeMax Acquisition. OfficeMax is now a subsidiary of Boise Cascade Corporation. After the
acquisition Boise Office Solutions, our office products distribution business began reporting two
segments, Boise Office Solutions, Contract, and Boise Office Solutions, Retail. Accordingly, in
December 2003, we began reporting our business using five (rather than four) reportable segments:
Boise Office Solutions, Contract; Boise Office Solutions, Retail; Boise Building Solutions; Boise
Paper Solutions; and Corporate and Other. Boise Office Solutions, Contract, markets and sells office
supplies and paper, technology products, and office furniture through salespeople, catalogs, the
Internet, and stores. Boise Office Solutions, Retail, markets and sells office supplies and paper,
technoiogy products, and office furniture through office supply superstores. Boise Building
Solutions manufactures, markets, and distributes various products that are used for construction,
while Boise Paper Solutions manufactures, markets, and distributes uncoated free sheet papers,
containerboard, corrugated containers, newsprint, and market pulp. Corporate and Other includes
support staff services and related assets and liabilities.

Consolidation and Use of Estimates

The consolidated financial statements include the accounts of the company and all subsidiaries
after elimination of intercompany balances and transactions. The results of OfficeMax’s operations
after December 9, 2003, are included in our consolidated financial statements. Our Boise Office
Solutions, Contract; Boise Building Solutions; Boise Paper Solutions; and Corporate and Other
segments have a December 31 year-end. Our Boise Office Solutions, Retail, segment maintains a
fiscal year that ends on the last Saturday in December, which in 2003 was December 27. We
consolidate the fiscal-year resuits of Boise Office Solutions, Retail, with the calendar-year results of
our other segments. Due to statutory requirements, the retail segment’s majority-owned subsidiary
in Mexico maintains a calendar year-end. The subsidiary is consolidated in our results of operations
one month in arrears.

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results may vary from those estimates.

Foreign Currency Transiation

Local currencies are considered the functional currencies for most of our operations outside
the United States. Assets and liabilities are translated into U.S. dollars at the rate of exchange in
effect at the balance sheet date. Revenues and expenses are translated into U.S. dollars at average
monthly exchange rates prevailing during the year. Resulting translation adjustments are included in
“Accumulated other comprehensive loss.” The foreign exchange {osses reported in the
Consolidated Statements of Income (Loss) rose primarily from transaction adjustments where the
U.S. dollar is the functional currency (see Note 12, Financial Instruments).

Revenue Recognition

We recognize revenue when the following criteria are met: persuasive evidence of an
agreement exists, delivery has occurred or services have been rendered, our price to the buyer is




fixed and determinable, and collectibility is reasonably assured. Delivery is not considered to have
occurred until the customer takes title and assumes the risks and rewards of ownership. The timing
of revenue recognition is dependent on shipping terms. Revenue is recorded at the time of
shipment for terms designated free on board (f.0.b.) shipping point. For sales transactions
designated f.0.b. destination, revenue is recorded when the product is delivered to the customer’s
delivery site.

Cash and Cash Equivalents

Cash equivalents consist of short-term investments that have a maturity of three months or less
at the date of purchase. Cash equivalents totaled $6.7 million and $4.3 million at December 31,
2003 and 2002, respectively.

Vendor Rebates and Allowances

We receive rebates and allowances from our vendors under a number of different programs,
including cooperative advertising programs and other vendor marketing programs. These rebates
and allowances are accounted for in accordance with Emerging Issues Task Force (EITF) 02-16,
Accounting by a Customer (Including a Reseller) for Certain Consideration Received From a Vendor.
Rebates and allowances received from our vendors are deferred in inventory with the cost of the
associated product and are recognized as a reduction of “Materials, labor, and other operating
expenses”’ when the product is sold, unless the rebates and allowances are linked to a specific
incremental cost to sell a vendor’s product. Amounts received from vendors that are linked to
specific selling and distribution expenses are recognized as a reduction of “Selling and distribution
expenses’ in the period the expense is incurred. See Note 5, Accounting Changes, for information
related to the 2003 accounting change for vendor allowances.’

Included in the vendor rebate programs referred to above are various volume purchase rebate
programs. These programs generally include annual purchase targets and may offer increasing
tiered rebates based on our reaching defined purchase levels. For such tiered rebate programs, the
company calculates an estimated consideration based on expected purchases during the rebate
program period. We review sales projections and related purchases on a quarterly basis and adjust
the estimated consideration accordingly. We record consideration received for these programs as a
reduction of “Materials, labor, and other operating expenses” as the related inventory is soid.

Inventory Valuation

Inventories are valued at the lower of cost or market. Cost is based on the last-in, first-out
(LIFO) method of inventory valuation for raw materials and finished goods inventories at most of our
domestic building materials and paper manufacturing facilities. Approximately-14% of our
inventories are accounted for under this method. For all other inventories, cost is based on the
average or first-in, first-out (FIFO) valuation method. Manufactured inventories include costs for
materials, labor, and factory overhead.
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Inventories include the following:

December 31

2003 2002
(thousands)
Merchandise inventories .. ........ ... ........... e . $1,246,058 $342,012
Finished goods and work in process .. ... . i 210,956 203,607
OGS . e e 51,572 63,026
Other raw materials and supplies . ......... e 145,390 147,132
LIFOreserve . .. ... ... . . i I e L (44,165)  (37,811)

$1,609,811 $717,966

Property and Equipment

Property and equipment are recorded at cost. Cost includes expenditures for major
improvements and replacements and the net amount of interest cost associated with significant
capital additions. Capitalized interest was $0.4 million in 20083, $3.9 million in 2002, and $1.9 million
in 2001. Gains and losses from sales and retirements are included in income (loss) as they occur.
Most of our paper and wood products manufacturing facilities determine depreciation by a
units-of-production method that approximates straight-line over three to five years; other operations
use the straight-line method over the estimated useful lives of the assets or the terms of the
respective leases. ‘

The estimated useful lives of depreciable assets are generally as follows: building and
improvements, 20 to 40 years; furniture and equipment, 5 to 10 years; and machinery, equipment,
and delivery trucks, 3 to 20 years. Leasehold improvements are amortized over the lesser of the
term of the lease or 30 years.

Timber and Timberfands

Timber and timberlands are stated at cost, less the accumuiated cost of timber previously
harvested. The vast majority of our timberlands are long-rotation and have growing cycles
averaging over 40 years. Costs for activities related to the establishment of a new crop of trees are
capitalized. These include activities such as site preparation, seeding, and planting. Costs for
activities conducted following new crop establishment are expensed as incurred. These include
activities such as thinning, fertilization, pest control, and herbicide applications. Operating [ease
payments for timberlands are expensed as incurred. At our short-rotation fiber farms, which have
growing cycles averaging seven years, costs of planting, thinning, fertilization, pest control,
herbicide application, and irrigation are capitalized in accordance with accounting requirements for
agricultural products, which this timber more ciosely resembles. Costs of administration, insurance,
property taxes, and interest are expensed on all operations, regardiess of growing cycie lengths.
We charge capitalized costs, excluding land, against revenue at the time the timber is sold, based
on periodically determined depletion rates. These charges are included in “Depreciation,
amortization, and .cost of company timber harvested” in the accompanying Consolidated
Statements of Income (Loss).

The timberlands we own or control support our manufacturing facilities in economically
segregated geographic areas. We determine timberland depletion rates for each identifiable
geographic area. For our short-rotation fiber farms, capitalized costs are accumuiated by specifically
identifiable farm blocks. As these blocks are harvested, the accumulated capitalized costs on the
block are charged against harvest revenues as depletion. For our longer-rotation timberland




properties, we calculate depletion rates at the end of each year based on. capitalized costs and the
total estimated volume of timber that is mature enough to be harvested and processed. We
compute the estimated timber inventory volume by adding an estimate of current-year growth to the
prior-year ending balance, less the current-year harvest. We test the volume and growth estimates
periodically, using statistical sampling techniques and data, and we revise them when appropriate.
We use the depletion rate calculated at the end of the year to calculate the cost of timber harvested
in the subsequent year. We do not change our accounting when the timber reaches maturity or
when harvesting begins. We amortize Ioggmg roads over their expected useful lives or as related
timber is harvested.

We acquire a portion of our wood reqwrements from outside sources. Our total obligation for-
timber under contract was estimated to be approximately $58 million at December 31, 2003. Except
for deposits required pursuant to wood supply contracts, these obligations are not recorded in our
financial statements until contract payment terms take effect. The obligations are subject to change
based on, among other things, the effect of governmental laws and regulations, our manufacturing
operations not operating in the normal course of busmess timber avallabthty and the status of
enwronmental appeals. .

Facility Closure Reserves

We review our real estate portfolio to identify underperforming facilities and close those facilities
that are no longer strategically or economically viable. We account for store closure costs in
accordance with Statement of Financial Accounting Standards (SFAS) No. 146, Accounting for
Costs Associated with Exit or Disposal Activities.. In accordance with SFAS No. 146, we accrue a
liability for the cost associated with an exit or disposal activity at its fair value in the period in which
the liability is incurred, except for liabilities for one-time termination benefits that are incurred over
time. We record a liability for the discounted value of contract termination costs on the date we
terminate the contract; if we do not terminate the contract, but cease using the property, we record
the discounted liability on the date we cease using the property. The liability is recorded net of the
amount for which the property eithéer is or could be subleased. Accretion expense is recognized .
over the life of the payments. Store closures identified as a resuit of the OfficeMax acquisition were
accounted for in-accerdance with EITF 95-3, Recognition of Liabilities in Connection With a
Purchase Business Combination. These charges were accounted for as exit activities in connection
with the acquisition, and we did not recognize a charge to income in our Consolidated Statement of
income. We have not finalized our integration plans and future closures, and additional facility
closure reserves are expected. See Note 15, Cost-Reduction Program, Restructuring ACtIVItIeS and
Facility, Closures for addltlonal information. '

Long-Lived Asset lmpairmeht

‘We account for the.impairment of long-lived assets in all of our segments in accordance with
SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. An impairment of a
long-lived asset exists when the carrying value of an asset exceeds its fair value and when the
carrying value is not recoverable through future operations. We review the carrying value of
long-lived assets for impairment when events or changes in circumstances indicate that the carrying
amount of assets may not be recoverable. In December 2003, we recorded a $14.7 million pretax
charge for the write-down of impaired assets at our plywood and lumber operations in Yakima,
Washington. We aiso recorded $5.7 million of tax benefits associated with the write-down. For more
information, see Note 4, Other (Income) Expense, Net.

60




Goodwill and Intangible Assets

Effective January 1, 2002, we adopted the provisions of Financial Accounting Standards Board
(FASB) SFAS No. 142, Goodwill and Other Intangible Assets. Goodwill represents the excess of
puichase price and related costs over the value assigned to the net tangible and intangible assets
of businesses acquired. In 2001, prior to the adoption of SFAS No. 142, goodwill was amortized on
a straight-line basis over its expected useful life, not to exceed 40 years, and we periodically
reviewed the recoverability of goodwill and intangible assets. See Note 10, Goodwill and Intangibie
Assets, for a reconciliation of our 2001 reported net loss and net loss per share to amounts
adjusted for the exclusion of goodwill amortization. We assess goodwill and intangible assets with
indefinite lives for impairment at least annually using a fair-value-based approach. We completed
our annual assessment in accordance with the provisions of the standard in first quarter 2003, and
there was no impairment.

Intangible assets represent the values assigned to trade names, customer lists and
relationships, noncompete agreements, and exclusive distribution rights of businesses acquired.
The trade name assets have an indefinite life and are not amortized. All other intangible assets are
amortized on a straight-line basis over their expected useful lives, which range from three to
20 years (see Note 10, Goodwill and Intangible Assets).

Investments in Equity Affiliates

We use the equity method to account for investments that we do not control but in which we
have significant influence. We periodically review the recoverability of investments in equity affiliates.
The measurement of possible impairment is based on the estimated fair value of our invesiment
(see Note 9, Investments in Equity Affiliates).

D_eferred Software Costs

We defer internal-use software costs that benefit future years. These costs are amortized on the
straight-line method over the expected life of the software, typically three to five years. “Other
assets” in the Consolidated Balance Sheets includes deferred software costs of $69.1 million and
$63.4 million at December 31, 2003 and 2002. Amortization of deferred software costs totaled
$22.7 million, $21.4 million, and $20.3 million in 2003, 2002, and 2001.

Environmental Remediation and Compliance

Effective January 1, 2003, we adopted the provisions of SFAS No. 143, Accounting for Asset
Retirement Obligations, which affects the way we account for landfill closure costs. This statement
requires us to record an asset and a liability (discounted) for estimated closure and closed-site
monitoring costs and to depreciate the asset over the landfill's expected useful life. Previously, we
accrued for the closure costs over the life of the landfill and expensed monitoring costs as incurred.
We record liabilities when assessments and/or remedial efforts are probable and the cost can be
reasonably estimated. These liabilities are based on the best estimate of current costs and are
updated periodically to reflect current technology, laws and regulations, inflation, and other
economic factors. See Note 5, Accounting Changes, for the impact of adopting SFAS No. 143 on
our Consolidated Statement of Income. .

Stock-Based Compensation

Prior to 2003, we accounted for our stock-based employee compensation plans under the
recognition and measurement provisions of Accounting Principles Board (APB) Opinion No. 25,
Accounting for Stock Issued to Employees, and its related interpretations. See Note 14,
Shareholders' Equity, for a discussion of our plans. Under APB Opinion No. 25, we recognized




compensation expense based on the difference, if any, between the market value of the stock and
the exercise price at the measurement date. The measurement date is the date at which both the
number of shares/options and the exercise price for each share/option are known. Under APB
Opinion No. 25, we recognized $0.3 million of pretax compensation expense in 2002 and 2001 in
our Consolidated Statements of Income (Loss).

In 2003, we adopted the fair-value-based method of accounting for stock-based employee
compensation using the prospective method of transition for all employee awards granted on or
after January 1, 2003. Awards under our plans vest over periods up to three years. Therefore, the
cost related to stock-based employee compensation included in the determination of net income in
2003 is less than that which would have been recognized if the fair-value-based method had been
applied to all awards since the original effective date of SFAS No. 123. During 2003, in our
Consolidated Statement of Income, we recognized $6.9 million of pretax compensation expense, of
which $6.5 million related to restricted stock for which the expense recognized under APB Opinion
No. 25 or SFAS No. 123 would have been approximately the same. For more information, see
Note 5, Accounting Changes.

The following table illustrates the effect on net income (loss) and net income (loss) per share if
we had applied the fair-value-based method to all outstanding and unvested awards in each period.

Year Ended December 31

2003 2002 2001
(thousands, except per-share amounts)

Reported netincome {loss) . ...« . $ 8272 $ 11,340 $(42,501)
Add: Total stock-based employee compensation expense included ,

in reported net income (l0ss), net of related tax effects . .. ... .. 4,234 158 196
Deduct: Total stock-based employee compensation expense

determined under the fair value method for all awards, net of _ v

relatedtaxeffects. .. ........ .. . ... .. (9,280) (10,698) (12,027)
Pro forma net income (10Ss) . . . . . . .. 3,226 800 (54,332)
Preferred dividends . .. ....... ... ... i (13,061) (13,101) (13,085)
Pro forma net loss applicable to-common shareholders . ... .. .. $ (9,835) $(12,301) $(67,417)
Basic and diluted loss per share
Asrepored . . . ... $(.08) $(.03) $ (.96)
Proforma . ... .. e {.16) (.21) (1.17)

The above effects of applying SFAS No. 123 are not indicative of future amounts. Additional
awards may occur in future years. To calculate stock-based employee compensation expense under
SFAS No.123, we estimated the fair value of each option grant on the date of grant, using the
Black-Scholes option pricing model with the following weighted-average assumptions used for
grants in 2003, 2002, and 2001: risk-free interest rates of 4.0% in 2003 and 2002 and 5.4% in 2001,
expected dividends of 60 cents per share for each year, expected lives of 4.3 years in all periods,
and expected stock price volatility of 40% in 2003 and 2002 and 30% in 2001.

We calculate compensation expense for restricted stock awards based on the fair value of
Boise's stock on the date of grant. We recognize the expense over the vesting period. See Note 14,
Shareholders’ Equity. ‘ '
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Research and Development Costs

We expense research and development costs as mcurred During 2003, research and
development expenses were $3.0 million, compared with $3 1 million in 2002 and $4.8 million in
2001.

Advertising and Catalog Costs

Advertising costs are either expensed the first time the advertising takes place or, in the case of
direct-response advertising, capitalized 'and charged to expense in the periods in which the related
sales occur. Advertising expense was $113.6 million in 2003, $41.3 million in 2002, and
$45.0 million in 2001 and is recorded in ““Selling and distribution expenses.” Capitalized catalog
costs, which are included in “Other current assets,” totaled $16.3 million at December 31, 2003,
and $13.3 million at December 31, 2002.

Pre-Opening Expenses

Our Boise Office Solutions, Retail, segment incurs pre-opening expenses prior to opening a
retail store. These pre-opening expenses consist primarily of store payroll, supplies, and grand
opening advertising and are expensed as incurred. We did not incur any material pre-opening
expenses in 2003.

Recently Adopted Accounting Standards

In December 2003, the FASB issued a revised SFAS No. 132, Employers’ Disclosures About
Pensions and Other Postretirement Benefits. This statement revised companies’ disclosures about
pension plans and other postretirement benefit plans. It requires additional disclosures about the
assets, obligations, cash flows, and net periodic benefit cost of defined benefit pension plans and
other postretirement benefit plans. It does not change the measurement or recognition of our plans.
We adopted this statement in December 2003, and it had no impact on our financial position or
results of operations.

In November 2003, the FASB'’s EITF reached a consensus on EITF 03-10, Application of Issue
No. 02-16 by Resellers to Sales Incentives Offered to Consumers by Manufacturers. The consensus
required that consideration received by a reseller from a vendor that is a reimbursement by the
vendor for honoring the vendor’s sales incentives offered directly to consumers be recorded as
revenue rather than as a reduction of cost of goods sold. We adopted EITF 03-10 on January 1,
2004, and it.did not have a material impact on our financial position or results of operations.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments With
Characteristics of Both Liabilities and Equity. SFAS No. 150 requires issuers to classify as liabilities
(or assets in some cwcumstances) three classes of free-standing financial instruments that embody
obligations for the issuer. The statement was effective on July 1, 2003, for financial instruments
entered into or modified after May 31, 2003, and otherwise effective for existing financial
instruments entered into before May 31, 2003. We adopted this statement July 1, 2003, and it did
not have a material impact on our financial position or results of operations.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable interest
Entities. In December 2003, the FASB issued a revised FASB Interpretation No. 46. Interpretation
No. 46, as revised, required us to reclassify $172.5 million of “Adjustable conversion-rate equity
security units” from “Minority Interest” to “Debt” in our Consolidated Balance Sheets and recognize
distributions on these securities as “Interest expense” rather than “Minority interest, net of income
tax” in our Consolidated Statements of Income (Loss). As allowed by the FASB's revised
Interpretation No. 46, prior years’ financial statements have been reclassified to conform with the
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current year’'s presentation. In ali periods presented, there was no net effect on earnings, and the
reclassification of these securities to debt did not affect our financial covenants.

In November 2002, the FASB issued Interpretation No. 45, Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.
This interpretation elaborates on the disclosures to be made by a guarantor in its interim and
annual financial statements about its obligations under certain guarantees that it has issued. It also
requires that a guarantor recognize, at the inception of a guarantee, a liability for the fair value of
the obligation undertaken in issuing the guaraniee. The disclosure requirements of Interpretation
No. 45 became effective for periods ending after December 15, 2002. The recognition and
measurement provisions of Interpretation No. 45 became effective January 1, 2003. This statement
did not have a material impact on our financial position or results of operations.

in July 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated With Exit or
Disposal Activities. This statement requires that a liability for a cost associated with an exit or
disposal activity be recognized when the liability is incurred, as opposed to the date of an entity’s
commitment to an exit plan. 1t also establishes that fair value is the objective for initial measurement
of the liability. We adopted this statement January 1, 2003, and it did not have a material impact on
our financial position or results of operations.

See Note 5, Accounting Changes, for a discussion of SFAS No. 143, Accounting for Asset
Retirement Obligations; SFAS No. 148, Accounting for Stock-Based Compensation—Transition and
Disclosure; and EITF 02-16, Accounting by a Customer (Including a Reseller) for Certain
Consideration Received From a Vendor, and their. effect on our consolidated financial statements. In
addition, see Note 13, Retirement and Benefit Plans, for a discussion of FASB Staff Position 106-1,
Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement
and Modernization Act of 2003.

Reclassifications

Certain amounts in prior years’ financial statements have been reclassified to conform with the
current year's presentation. These reclassifications did not affect net income (loss).

2. OfficeMax Acquisition

On December 9, 2003, we completed our acquisition of OfficeMax, Inc. We acquired 100% of
the voting equity interest. OfficeMax is now a subsidiary of Boise Cascade Corporation, and the
results of OfficeMax operations after December 9, 2003, are included in our consolidated financial
statements. OfficeMax is a retail distributor of office supplies and paper, technology products, and
office furniture. Our OfficeMax superstores feature CopyMax® and FurnitureMax® in-store modules
devoted to print-for-pay services and office furniture. OfficeMax has operations in the United States,
Puerto Rico, the U.S. Virgin Islands, and a 51%-owned joint venture in Mexico.

Growing our distribution businesses has been a part of our long-term strategy for many years.
The acquisition of OfficeMax is a major step in advancing that strategy. The acquisition more than
doubles the size of our office products business. Combining OfficeMax’s retail expertise and strong
brand with our contract office product segment's strength in serving contract customers will allow
the combined office products business to better serve our customers across all distribution
channels, meeting the needs of every market segment. The acquisition creates opportunities for
synergies that will come from offering more products and services across more customer
segments, purchasing Ieverage from increased scale, and reduced costs in logistics, marketlng,
and administration.

64




The aggregate consideration paid for the acquisition was as follows:

(thousands)

Fair value of Boise common stock issued .. .. ... . ... . i i $ 808,172
Cash consideration for OfficeMax common shares exchanged . .. .............. 486,738
Transaction COStS . . ... ... i e e 20,000
_ ‘ ‘ 1,314,910

Debt assumed by Boise ... ... e e e e e e 81,627
$1,396,537

We paid OfficeMax shareholders $1.3 billion for the acquisition, paying 60% of the purchase
price in Boise common stock and 40% in cash. OfficeMax shareholders had the opportunity to elect
to receive cash or stock for their OfficeMax shares. Each shareholder’s election was subject to
proration, depending on the elections of all OfficeMax shareholders. As a result of this proration, -
OfficeMax shareholders electing Boise stock received approximately .230419 share of Boise stock
and $3.1746 in cash for each of their OfficeMax shares. Fractional shares were paid in cash.
OfficeMax shareholders electing cash or who had no consideration preference, as well as those
shareholders who made no effective election, received $9.333 in cash for each of their OfficeMax
shares. After the proration, the $1.3 billion paid to OfficeMax shareholders consisted of
$486.7 million in cash and the issuance of 27.3 million of Boise common shares valued at
$808.2 millior. The value of the common shares issued was determined based on the average
market price of our common shares over a ten-day trading period before the acquisition closed on
December 9, 2003.

The foilowing table summarizes the estimated fair values of the assets acquired and liabilities
assumed on December 9, 2003. The initial purchase price allocations may be adjusted within one
year of the purchase date for changes in estimates of the fair value of assets acquired and liabilities
assumed. - '

December 9,

2003
{thousands)
Current assels . . . . o e $1,288,346
Property and equipment. . . . ... ... 324,760
GoodWill . . . e e 675,173
Intangible assets . .. .. e e e e 191,800
Other @ssets . . . .. oo e e 142,344
Assets acquired ........... e e e e e e 2,622,423
CUrrent abilies . . . . o vt e e e e 1,032,376
Llongtermdebt ............. ... ... ... . ... TS 81,627
Other jiabilities. . . .. ....... .. i, e e e e e 193,510
Liabilties assumed . .. ...... ... ... . . oL e e e 1,307,513
Netassetsacquired . . ...................... e e e $1,314,910

The excess of the purchase price over the fair values of assets acquired and liabilities assumed
was allocated to goodwill. Goodwill of $607.7 million was recorded in our Boise Office Solutions,
Retail, segment, and $67.5 million was recorded in our Boise Office Solutions, Contract, segment.




Of the $675.2 million recorded in goodwill, $132.0 million is expected to be deductible as operating
expenses for tax purposes.

The amount allocated to intangibie assets was attributed to the following categories:

(thousands)
Trade names . .............. [P U P .. $177,000
Noncompete agreements .. ... ... . 12,600
Customer lists and relationships .. .. .. .. . L 2,200

$191,800

The trade name assets represent the fair value of the OfficeMax name and other trade names.
This asset has an indefinite life and is not amortized. All other intangible assets are amortized on a
straight-line basis over their expected useful lives. Noncompete agreements are amortized over four
to five years, and customer lists and relationships are amortized over three to five years. In addition
o the above intangible assets, we also calculated the fair value of operating leases. A portion of the
acquired lease portfolio represented favorable operating leases, compared with current market
conditions, and a portion represented unfavorable operating leases, compared with current market
conditions. The favorable leases totaled $98.6 million and, after considering renewal periods, have
an estimated weighted average life of 23 years. The unfavorable leases totaled $113.1 million and
have an estimated weighted average life of nine years. The net favorable and unfavorabie leases
are recorded in “Other long-term liabilities.” Both the favorable and unfavorable leases are
amortized on the straight-line basis over their respective weighted average lives.

The following table summarizes unaudited pro forma financial information assuming the
OfficeMax acquisition had occurred on January 1, 2003 and 2002. OfficeMax’s fiscal year ended on
the Saturday prior to the last Wednesday in January. The unaudited pro forma financia! information .
uses OfficeMax data for the months corresponding to Boise's December 31 year-end. This
unaudited pro forma financial information does not necessarily represent what would have occurred
if the transaction had taken place on the dates presented and should not be taken as
representative of our future consolidated results of operations or financial position. We have not
finalized our integration plans. Accordingly, this pro forma information does not include all costs
related to the integration. When the costs are determined, they will either increase the amount of
goodwill recorded or decrease net income, depending on the nature of the costs. We also expect
to realize operating synergies. Synergies will come from offering more products and services across
more customer segments, purchasing leverage from increased scale, and reduced costs in
logistics, marketing, and administration. The pro forma information does not reflect these potential
expenses and synergies.
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2003 2002

(thousands except
per-share amounts)

Sales . .. e $12,864,790 $12,185,675
Net income (loss) before cumulative effect of accounting changes .. § 2,327 $ (53,190)
Cumulative effect of accounting changes, net of income tax .. ... .. (8,803) —
NBEIOSS & . vttt e e e $ (6,476) $ (53,190)
Net loss per common share

Basic and diluted before cumulative effect of accounting changes . . $(.13) $(.78)
Cumulative effect of accounting changes, net of income tax. . ... .. (.10) —
Basicand diluted .............. ... ... .... e (.23) $(.78)

|
;

3. Net Income (Loss) Per Common Share

Net income (loss) per common share was determined by dividing net income (loss), as
adjusted, by applicable shares outstanding. For ali periods presented, the computation of diluted
net loss per share was antidilutive; therefore, the amounts reported for basic and diluted loss were
the same. ' ‘

Year Ended December 31
2003 2002 2001

(thousands, except per-share amounts)

Basic and diluted

Income (loss) before cumulative effect of accounting changes ... $17,075 $ 11,340 $(42,501)
Preferred dividends(@) . .......... .. ... i (13,061) (13,101)  (13,085)
Basic and diluted income (loss) before cumulative effect of 7

accounting changes(b) . . ... ... ... o 4,014 (1,761)  {55,586)
Cumulative effect of accounting changes, net of income tax . . . . . (8,803) — —
Basic and diluted 10SS . . . ...t te e e $ (4,789) $ (1,761) $(55,586)
Average shares used to determine basic and diluted income

(loss) per common share(b)(c) ........... .. ... ... . 60,093 58,216 57,680
Basic and diluted income (loss) per common share before

cumulative effect of accounting changes .. ............... $.07 $(.03) $(.96)
Cumulative effect of accountingchanges . ................. (.15) — —
Basic and diluted loss per common share. ... .............. $(.08) $(.03) $(.96)

(a) The dividend attributable to our Series D Convertible Preferred Stock held by our employee stock ownership plan
(ESOP) is net of a tax benefit.

(b} Adjustments totaling $1.2 million in 20038 and $1.3 million in 2002 and 2001, which would have reduced the basic loss to
arrive at diluted loss, were excluded because the calculation of diluted loss per share was antidilutive. Also in 2003,
2002, and 2001, potentially dilutive common shares of 4.1 million, 3.9 million, and 4.1 million were excluded from
average shares because they were antidilutive.

{c) Options to purchase 7.3 million, 5.6 million, and 2.8 million shares of common stock were outstanding during 2003,
2002, and 2001 but were not included in the computation of diluted loss per share because the exercise prices of the
options were greater than the average market price of the common shares. Forward contracts to purchase 5.4 million,
5.1 million, and 5.2 miflion shares of common stock were outstanding during 2003, 2002, and 2001 but were not
included in the computation of diluted loss per share because the securities were not dilutive under the treasury stock
method. These forward contracts are related to our adjustable conversion-rate equity security units (see Note 11, Debt).




4. Other (Income) Expense, Net

“Other (income) expense, net” includes miscellaneous income and expense items. The
components of “Other (income) expense, net” in the Consolidated Statements of iIncome (Loss) are
as follows: S

Year Ended December 31
2003 2002 2001

(thousands)
2003 cost-reduction program (Note 15) . .............. ... ... $10,114 § — 3 —
Write-down of impaired assets . ........... ... ... ... ..., 14,699 — —
OfficeMax acquisition costs (Note 2) . ..................... 4,722 — —
Sale and write-down of investment in IdentityNow (Note 9) ...... — 23,646 54,261
European sale reserve reversal . . ... .................. e — (1,388) (5,000)
Restructuring activities (Note 15) . . .................. e (806) (750). 57,929
Sales of receivables (Note 8) . . ........... ... iiiun ... - 3,272 4,387 - 8,372
Postretirement benefits . . . ............... P - - 10,871
Other,net ........ T [ PR 3,786 4,947 3,027

$35,787 $30,842 $129,460

In December 2003, we recorded a $14.7 million pretax charge for the write-down of impaired
assets at our plywood and lumber operations in Yakima, Washington. We also recorded $5.7 million
of tax benefits associated with the write-down. The write-down resulted from our internal review of
the operations and indications of current market value. We recorded the write-down in our Boise
Building Solutions segment in “Other (income) expense, net” and the tax benefits in “Income tax
(provision) benefit”.in the Consolidated Statement of Income. : :

In 2001, our Corporate and Other segment recorded a $10.9 million pretax, noncash charge to
accrue for a one-time liability related to postretirement benefits for our Northwest hourly
paperworkers. These workers participated in‘a multiemployer trust that converted to a single
employer trust.

5. Accounting Changes
Asset Retirement Obligations

Effective January 1, 2003, we adopted the provisions of SFAS No. 143, Accounting for Asset
Retirement Obligations, which affects the way we account for landfill closure costs. This statement
requires us to record an asset and a liability (discounted) for estimated closure and closed-site
monitoring costs and to depreciate the asset over the landfill's expected useful life. Previously, we
accrued for the closure costs over the life of the landfill and expensed monitoring costs as incurred.
Effective January 1, 2003, we recorded a one-time after-tax charge of $4.1 million, or 7 cents per
share, as a cumulative-effect adjustment for the difference between the amounts recognized in our
consolidated financial statements prior to the adoption of this statement and the amount recognized
after adopting the provisions of SFAS No. 143. On a pro forma basis, if the provisions of this
statement had been in effect during 2002 and 2001, our net loss and diluted loss per share for
2002 and 2001 would not have materially changed.

We record liabilities when assessments and/or remedial efforts are probable and the cost can
be reasonably estimated. These liabilities are based on the best estimate of current costs and are
updated periodically to reflect current technology, laws and regulations, inflation, and other
economic factors. On a pro forma basis, if the provisions of this statement had been in effect during
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2002, the pro forma amount of our liabilities, measured using current information, assumptions, and
interest rates, would not have materially changed.

Stock-Based Compensation

In 2003, we adopted the fair-value-based method of accounting for stock-based employee
compensation using the prospective method of transition under the provisions of SFAS No. 148,
Accounting for Stock-Based Compensation—Transition and Disclosure (see Note 1, Summary of
Significant Accounting Policies, under the caption "“Stock-Based Compensation”). The adoption did
not materially affect our financial position or results of operations.

Vendor Rebates and Allowances

We participate in various cooperative advertising and other vendor marketing programs with
our vendors. We also participate in various volume purchase rebate programs. Effective January 1,
2003, we adopted an accounting change for vendor allowances to comply with the guidelines
issued by the FASB’s Emerging Issues Task Force (EITF) 02-16, Accounting by a Customer
(Including a Reseller) for Certain Consideration Received From a Vendor. Under EITF 02-16,
consideration received from a vendor is presumed to be a reduction of the cost of the vendor’s
products or services, unless it is for a specific incremental cost to sell the product. In accordance
with the provisions of EITF 02-16, prior-period fmancnal statements were not reclassmed to conform
wnth the current year's presentation.

In addition, under the new guidance, vendor allowances reside in inventory with the product
and are recognized when the product is sold, changing the timing of our recognition of these items.
This change resulted in a one-time, noncash, after-tax charge of $4.7 million, or 8 cents per share,
in 2003.

On a pro forma basis, it EITF 02-16 had been in effect during 2002 and 2001, approximately
$36 million and $35 million of vendor allowances would have been reflected as a reduction of
“Materials, labor, and other operating expenses.” In addition, reported “Selling and distribution
expenses’” would have increased by similar amounts, with no material impact on our results of
operations.




6. Income Taxes

The income tax (provision) benefit shown in the Consolidated Statements of income (Loss)
includes the following:

Year Ended December 31
2003 2002 2001

(thousands}
Current income tax (provision) benefit
Federal ....................... P 3 — § (7) $ (926)
State . ... .. e — — {2,296)
Foreign ................ e (21,246) (11,405) - (8,586)

(21,246) (11,412) (11,808)

Deferred income tax (provision) benefit

Federal .. ....... . .. . . . e 14,158 31,222 12,910
State . ... 1,588 3,562 4,760
Foreign ...... RIP I e 3,278 . 182 —

19,024 34,966 - 17,670
$ (2,222) $23,554 $ 5,862

During 2003, 2002, and 2001, we made cash payments, net of refunds received, of
$22.5 million, $(12.7) million, and $13.0 miliion.

A reconciliation of the statutory U.S. federal tax (provision) benefit and our reported tax
(provision) benefit is as follows:

Year Ended December 31
2003 2002 2001

. . ) (thousands)

Statutory tax (provision) benefit . . ... ... o o oL e $(6,754) $ 4,275 $ 17,006
State taxes . . . . . e 1,032 3,809 1,601
Foreign tax provision different from theoretical rate . .. .. ... .. (8,522) (3,187) (2,877)
Charitable contributions . .. ....................... Ce — 85 = 4,725
Basis difference in investments disposedof .. ..... .. ...... — 16,383 —
Tax settlement, net of othercharges . . .. ................. 2,924 o — —
ESOP dividend deduction . .............. ... .. ... .. ... 4,120 3,739 3,375
Nondeductible write-down of assets .. . ... ... e S - — (14,871)
Other,net.............. R 4,978  (1,560) (3,097)

Reported tax (provision) benefit. ... ........ [P $(2,222) $23,554 $ 5,862

At December 31, 2003, we had $121.7 million of alternative minimum tax credits, which may be
carried forward indefinitely. At December 31, 2003, we had a $336.0 million federal net operating
loss carryover, which will expire in 2022 and 2023.

70



The components of the net deferred tax liability in the Consolidated Balance Sheets are as
follows:

December 31

2003 2002
Assets Liabilities Assets Liabilities
(thousands)

Employee benefits. . . ..................... $287582 $ 66,124 $296,472 $ 77,906

Property and equipment and timber and :
timberlands . ........ .. . .o 29,175 536,524 24,000 530,617
GoodWwill . . ... 368 27,693 299 17,561
Netoperatingloss. .. ..................... 136,238 — 68,316 —
Alternative minimumtax. ... ............... . 121,725 — 105,028 —
Reserves . ........... i .69,641 794 10,479 1,500
Inventories .......... e e 44,469 — 8,012 —
State incometaxes . ... ..... i " 35,507 45,081 43,530 49,349
Deferredcharges ........................ 2,356 12,202 1,369 11,547
Investments .............. ... . ... L 2,853 3,761 2,660 4,166
Other . ... e e e 75,410 24,221 38,873 20,618

$805,324 $716,400 $600,038 $713,264

Deferred tax assets are reduced by a valuation allowance when it is more likely than not that
some portion of the deferred tax assets will not be realized. We did not record a valuatlon
allowance in any of the years presented. g

Pretax income {loss) from domestic and foreign sources is as follows:

Year Ended December 31
2003 = 2002 2001

V {thousands)
DOMESEIC .« « « o v ettt e e e e e e $(18,362) $(33,394) $(60,052)
Foreign . ... i e e e 37,659 21,180 11,484
Pretax income (10SS) . . .. . ... .o i .. $19,297 $(12,214) $(48,558)

. At December 31, 2003, our foreign subsidiaries had $91.0 million of undistributed earnings that
had been indefinitely reinvested. It is not practical to make a determination of the additional U.S.
income taxes, if any, that would be due upon remittance of these earnings until the remittance
OCCurs.

7. Leases

We capitalize lease obligations for which we assume substantially all property rights and risks
of ownership. We did not have any material capital leases during any of the periods presented. We
lease our retail store space as well as other property and equipment under operating leases. Some
of our leases require percentage rentals on sales above specified minimums, contain escalation
clauses and renewal options, and are noncancelable with aggregate minimum lease payment
requirements. For the leases that contain predetermined fixed escalation clauses, we recognize the
related rent expense on a straight-line basis over the life of the lease and record the difference
between the amounts charged to operations and amounts paid to “Other long-term liabilities” in




our Consolidated Balance Sheets. “Other long-term liabilities” inctuded approximately $8.1 million
and $5.7 million related to these future escalation clauses in 2003 and 2002.

The components of total rent expense for ali operating leases is as follows:

Year Ended December 31
2003 2002 2001

(thousands)
Minimum rentals ... ........ e $77,038 $60,664 $60,660
Percentage rentals . . .. .. e e 3,222 2,890 2,754
Subleaserentals ............ ... .. ... ... ... .. T (1,415) (1,269) (1,249)

$78,845 $62,285 $62,165

For operating leases with remaining terms of more than one year, the minimum lease payment
requirements are $387.1 million for 2004, $358.2 million for 2005, $324.8 million for 2006,
$280.4 million for 2007, and $253.0 million for 2008, with total payments thereafter of
$1,281.0 million. These minimum lease payments do not include contingent rental expenses that
may be paid based on a percentage in excess of stipulated amounts. These future minimum lease
payment requirements have not been reduced by $63.7 million of minimum sublease rentals due.in
the future under noncancelable subleases.

8. Receivab_les

We have sold fractional ownership interests in a defined pool of trade accounts receivable. At
December 31, 2003, $250 million of sold accounts receivable were excluded from ‘‘Receivables” in
the accompanying Consolidated Balance Sheets, compared with $200 million excluded at
December 31, 2002 and 2001. The portion of fractional ownership interest we retain is included in
“Receivables” in the Consolidated Balance Sheets. The increase at December 31, 2003, in sold
accounts receivable of $50 million over the amount at December 31, 2002, provided cash from
operations in 2003. This program consists of a revolving sale of receivables for 364 days and is
subject to renewal. Costs related to the program are included in “Other (income) expense, net” in
the Consolidated Statements of Income (Loss); see Note 4, Other (iIncome) Expense, Net. Under
the accounts receivable sale agreements, the maximum amount available from time to time may not
exceed $250 million and is subject to change based on the level of eligible receivables, restrictions
on concentrations of receivables, and the historical performance of the receivables.

9. Investments in Equily Affiliates

In December 2001, we wrote down our 29% investment in IdentityNow by $54.3 million to its
estimated fair value of $25.0 million and recorded $4.6 million of tax benefits associated with the
write-down. The write-down was the result of analysis performed after we received notice in
December 2001 that the consolidated group of which ldentityNow is a member was experiencing
liquidity problems that could affect IdentityNow. In addition, the promotional products industry was
hit hard in 2001 by the decline in the U.S. economy, as companies reduced their discretionary
spending. Also in December 2001, IdentityNow provided us with revised revenue projections
showing lower sales for the company than previously estimated. Based on this information, we
concluded that a decline in the fair value of our investment in identityNow was moré than
temporary. We wrote down our investment using a discounted cash flow valuation method.

In May 2002, we sold the stock of our wholly owned subsidiary that held our investment in
IdentityNow. We recorded a $23.6 million pretax loss related to this sale. We also recorded '
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$27.6 million of tax benefits associated with this sale and our previous write-down. This transaction
resulted in a net after-tax gain of $4 million in 2002.

In 2002 and 2001, the loss on the sale and the write-down discussed above are included in our
Corporate and Other segment and in “Other (income) expense, net,” and the tax benefits are
included in “Income tax (provision) benefit” in the Consolidated Statements of Income (Loss).

Our principal investment in affiliates, which we account for under the equity method, is a 47%
interest in Voyageur Panel, which owns an oriented strand board plant in Barwick, Ontario, Canada.
A Canadian forest products manufacturer and two insurance companies own the other equity
interests. Our investment in this venture was $44.2 million and $35.5 million at December 31, 2003
and 2002. During 2003, Voyageur Panel had sales to Boise of $62.1 million, compared with
$33.0 million in 2002 and $27.5 million in 2001. We have an agreement with Voyageur Panel under
which we operate the plant and market its product. During 2003, Voyageur Panel paid us sales
commissions of $3.7 million, compared with $2.2 million in 2002 and $1.9 million in 2001.
Management fees paid to us by Voyageur Panel were $1.1 million in 2003, 2002, and 2001. At
‘December 31, 2002, the debt of this affiliate, which was issued without recourse to us, totaled
$5.2 million. During 2003, Voyageur Panel paid the debt balance in full. The other shareholders
have the right to require Voyageur Panel to buy their equity interests at fair market value. We have
the right to buy any shares sold back to Voyageur Panel before they are sold to other investors.

10. Goodwill and Intangible Assets

Goodwill represents the excess of purchase price and related costs over the value assigned to
the net tangible and intangible assets of businesses acquired. Effective January 1, 2002, we
adopted the provisions of SFAS No. 142, Goodwill and Other Intangible Assets. This statement
requires us to assess our acquired goodwill and intangible assets with indefinite lives for
impairment at least annually in the absence of an indicator of possible impairment and immediately
upon an indicator of possible impairment. We completed our annual assessment in accordance
with the provisions of the standard in first quarter 2003, and there was no impairment. Based on
our review for impairment indicators in the: last three quarters of 2003, we have determined that an
impairment review is not required prior to our annual review during first quarter 2004. We also
evaluated the remaining useful lives of our finite-lived purchased intangible assets to determine if
any adjustments to the useful lives were necessary or if any of these assets had indefinite lives and
were therefore not subject to amortization. We determined that no adjustments to the useful lives of
our finite-lived purchased intangible assets were necessary. The finite-lived purchased intangible
assets consist of customer lists and relationships, noncompete agreements, and exclusive
distribution rights. These intangible assets are discussed in more detail below.

We stopped amontizing goodwill January 1, 2002. A reconciliation of 2001 previously reported
net loss and net loss per share to the amounts adjusted for the exclusion of goodwill amortization,
net of the related income tax effects, is as follows (thousands, except per-share amounts):

Reported net 10SS. . . ... ... e e $(42,501)
Goodwill amortization, net of tax . . .. ... ... . . e e e 8,864
Adjusted netloss . . ... ... T $(33,637)
Reported basic and diluted loss pershare . . ... ... ... . .. . $(.96)
Goodwill amortization, net of tax . ... ... . e e 15

Adjusted basic and diluted loss pershare ... .................. e S $(.81)




Changes in the carrying amount of goodwill by segment are as follows:

Boise Office Boise Office

. Solutions, Solutions, Boise Building
Contract Retail Solutions Total
(thousands}).

Balance at December 31, 2001 . ... $373,545 $ — $11,640 $ 385,185
Goodwill acquired during year . . . . . 3,782 — : — 3,782
Effect of foreign translation ..... .. 14,280 — (1) 14,279
Purchase price adjustments . ... ... (2,705) — — {2,705)
Balance at December 31, 2002 . . .. 388,902 — 11,639 400,541
Goodwill acquired during year '

(Note2) ................... 67,517 607,656 — 675,173
Effect of foreign translation .. ..... 33,894 - _ —_ 33,894
Purchase price adjustments . . . . ... (2,3186) — — (2,316)
Balance at December 31, 2003 . ... $487,997 $607,656 $11,639 $1,107,292

Intangible assets represent the values assigned to trade names, customer lists and
relationships, noncompete agreements, and exclusive distribution rights of businesses acquired.
The trade name assets have an indefinite life and are not amortized. All other intangible assets are
amortized on a straight-line basis over their expected useful lives. Customer lists and relationships
are amortized over three to 20 years, noncompete agreements over three to five years, and
exclusive dustnbutlon rights over ten years Intangible assets consisted of the following:

Year Ended December 31, 2003
Gross Carrying Accumulated Net Carrying

Amount Amortization Amount

(thousaﬁds)
Tradenames .......... ... ... $177,000 $ —_ $177,000
Customer lists and relatxonshxps ............ 32,692 (6,936) 25,756
Noncompete agreements .. ............... . 17,894 .. (4,984) 12,910
Exclusive distribution rights . . ... ........... 3,363 (833) 2,530
$230,949 - $(12,753) $218,196

Year Ended December 31, 2002
Gross Carrying Accumulated WNet Carrying

Amount Amortization Amount

(thousands)
Customer lists and relationships . ........... $ 25,556 $ (4,263)  $ 21,293
Noncompete agreements . ....... e L 4,981 {3,971) 1,010
Exclusive distributionrights . .. ............. 2,919 {593) 2,326
. $ 33,456 $ (8,827) $ 24,629

Intahgible asset amortization expense totaled $3.1 miliion in 2003 and 2002, and $2.8 miilion in
2001.. The estimated amortization expense is $6.6 million, $6.4 million, $6.3 million, $5.2 million, and
$4.8 million in 2004, 2005, 20086, 2007, and 2008, respectively.
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11. Debt
Credit Agreements

In March 2002, we entered into a three-year, unsecured revolving credit agreement with 14
major financial institutions. The agreement permits us to borrow as much as $560 million at variabie
interest rates based on either the London Interbank Offered Rate (LIBOR) or the prime rate. The
borrowing capacity under the agreement can be expanded to a maximum of $600 million.
Borrowings under the agreement were $210 million at December 31, 2003. In addition to these
borrowings, $40.5 million of letters of credit are considered a draw on the revolver, thus reducing
our borrowing capacity as of December 31, 2003, to $309.5 million. At December 31, 2003, our
borrowing rate under the revolving credit agreement was 2.5%. We have entered into interest rate
swaps to hedge the cash flow risk from the variable interest payments on $100 million of LIBOR-
based debt, which gave us an effective interest rate for outstanding borrowings under the revolving
credit agreement of 4.1% at December 31, 2003. The revolving credit agreement contains
customary conditions to borrowing, including compliance with financial covenants relating to
minimum net worth, minimum interest coverage ratio, and ceiling ratio of debt to capitalization. At
December 31, 2003, we were in compliance with these covenanis. Under this agreement, the
payment of dividends depends on the existence and amount of net worth in excess of the defined
minimum. Our net worth at December 31, 2003, exceeded the defined minimum by
$1,037.4 million. When the agreement expires in June 2005, any amount outstanding will be due
and payable. . ‘

In December 2003, we entered into a 19-month, unsecured credit agreement with 13 major
financial institutions. Under the agreement, we borrowed $150 million at variable interest rates
based on either the LIBOR or the prime rate. At December 31, 2003, our borrowing rate under the
agreement was 3.3%. The credit agreement contains financial covenants that are essentially the
same as those in our revolving credit agreement discussed above, except that the terms require
that the net proceeds of asset sales in excess of the first $100 million be used to reduce the loan
balance. The agreement also states that a lien will be applied to no less than $300 million of our
inventory if our credit ratings fall to either BB- or Ba3 or lower. When the agreement expires in
June 2005, any amount outstanding will be due and payable.

Note Agreements

In August 2003, we issued $50 million of 7.45% medium-term notes due in 2011. The proceeds
of the notes were used for general corporate purposes.

In October 2003, we issued $300 million of 6.5% senior notes due in 2010 and $200 million of
7.0% senior notes due in 2013. We may redeem all or part of the senior notes at any time at
redemption prices defined in the indenture. Net proceeds from the senior notes were used to repay
borrowings under our revolving credit agreement, to provide cash for the OfficeMax transaction (see
Note 2, OfficeMax Acquisition), and for other general corporate purposes. We paid approximately
$9.1 million in fees and expenses associated with the senior notes transaction. The fees are being
amortized over the terms of the senior notes.

The senior notes are unsecured; however, the senior notes indenture contains covenants and
restrictions that could restrict our ability to borrow money, issue preferred stock, pay dividends,
repurchase stock, incur subsidiary debt, make investments in persons or firms other than our
majority-owned subsidiaries, or expand into unrelated businesses. In particular, the indenture aliows
us to incur debt or issue preferred stock only if we meet a fixed charges coverage ratio of 2.0 10 1.0
over the preceding four calendar quarters. The indenture does permit us to borrow up to .
$850 million, pay up to $20 million of common dividends per quarter, and pay for the dividends and
repurchases of our Series D preferred stock. At the present time and given our financial condition,




“we do not believe these covenants and restrictions limit our ability to operate our business in the
normal course. At December 31, 2003, we were in compliance with these covenants.

If we undergo a change of control, the note holders can require us to repurchase the senior
notes at a price equal to 101% of the notes’ principal amount. Similarly, if we sell assets under
conditions specified in the indenture, the note holders can require us to use proceeds to
repurchase the senior notes at 100% of the principal amount. If we spin off one or more of our
business units, the newly created company may offer to exchange the notes for substantially similar
notes of the new company. If this occurs, we must make a concurrent offer to repurchase the notes
at a price equal to 100% of the principal amount.

As a result of the acquisition of OfficeMax, Standard and Poor’s Rating Services and Moody’s
Investors Services, Inc., lowered our credit ratings to BB and Ba2, respectively, which are both
below investment grade. If we regain investment-grade ratings with both credit rating agencies, the
senior note covenants discussed above will be automatically replaced with the covenants found in
our other public debt, except that a restriction on subsidiary indebtedness will remain.

Adjustable Conversion-Rate Equity Security Units

In December 2001, Boise Cascade Trust | issued 3,450,000 7.5% adjustable conversion-rate
equity security units to the public at an aggregate offering price of $172.5 million. Boise Cascade
Trust | is a statutory business trust wholly owned by the company. There are two components of
each unit. Investors received a preferred security issued by the trust with a liquidation amount of
$50, which is mandatorily redeemable in December 2006. The trust will terminate upon the
redemption of the preferred securities. From each unit, investors receive a quarterly distribution at
the annual rate of 7.5%. The rate will be repriced in September 2004 based on then-market rates of
return. Investors also have a contract to purchase $50 worth of common shares of Boise in
December 2004, subject to a collar arrangement. For each unit, investors will receive between
1.2860 and 1.5689 of our common shares, depending on the average trading price of our common
stock at that time. We will receive $50 per unit or $172.5 million. The units trade on the New York
Stock Exchange under ticker symbol BEP

The trust used the proceeds from the offering to purchase debentures issued by Boise. These
debentures are 7.5% senior, unsecured obligations that mature in December 2006. They carry the
same payment terms as the preferred securities issued by the trust. We irrevocably guarantee the
trust’s distributions on the preferred securities. Our guarantee is senior and unsecured and is

-limited to the funds the trust receives from the debentures.

In December 2003, the FASB issued a revised FASB Interpretation No. 46, Consolidation of
Variable Interest Entities. Interpretation No. 46, as revised, required us to reclassify $172.5 million of
“Adjustable conversion-rate equity security units” from “Minority Interest” to “Debt” in our
Consolidated Balance Sheets and recognize distributions on these securities as “Interest expense”
rather than “Minority interest, net of income tax” in our Consolidated Statements of Income (Loss).
As allowed by the FASB's revised Interpretation No. 46, prior years’ financial statements were
reclassified to conform with the current year’s presentation. In all periods presented, there was no
net effect on earnings, and the reclassification of these securities to debt did not affect our financial
covenants.

Other

During second quarter 2003, we agreed to enter into a $33.5 million sale-leaseback of
equipment at our integrated wood-polymer building materials facility near Elma, Washington. The
sale-leaseback has a base term of seven years and an interest rate of 4.67%, was accounted for as
a financing arrangement, and is included in “Long-term debt, less current portion™ in our
Consolidated Balance Sheet.
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At December 31, 2003 and 2002, we had $5.2 million and $28.0 million of short-term
borrowings outstanding. The minimum and maximum amounts of combined short-term borrowings
outstanding were 30 and $117.4 million during the year ended December 31, 2003, and were $0
and $304.5 million during the year ended December 31, 2002. The average amounts of short-term
borrowings outstanding during the years ended December 31, 2003 and 2002, were $32.3 million
and $49.9 million. For 2003 and 2002, the average interest rates for these borrowings were 1.9%
and 2.5%.

We have guaranteed the debt used to fund an employee stock ownership plan (ESOP) that is
part of the Savings and Supplemental Retirement Plan for our U.S. salaried employees (see
Note 13, Retirement and Benefit Plans). We have recorded the debt in our Consolidated Balance
Sheets, along with an offset in the shareholders’ equity section that is titled “Deferred ESOP
benefit.” We have guaranteed tax indemnities on the ESOP debt.

Schedule of Long-term Debt _
Long-term debt, almost all of which is unsecured, consists of the following:

December 31

2003(a) 2002
(thousands} ‘
7.05% notes, due in 2005, net of unamortized discount of
865,000 ... ... e g $ 152,279 $ 153,264
7.50% notes, due in 2008, net of unamortized discount of :
$108,000 . ... .. 149,892 149,865
9.45% debentures, due in 2009, net of unamortized discount of
$131,000 ........ .. ... . .. ... S 149,869 149,846
6.50% notes, due in 2010 .. ........... ... ... ... ... : 300,000 —
7.00% notes, due in 2013 ... ... . ... ... ... 200,000 —
7.35% debentures, due in 2016, net of unamortized discount of
$65,000 ............ e e e } 124,935 124,930
Medium-term notes, Series A, with interest rates averaging 7.4%
and 7.6%, due in varying amounts annually through 2019 . ... 337,705 412,705
Revenue bonds, with interest rates averaging 6.4% and 6.4%,
due in varying amounts annually through 2029, net of
unamortized discount of $82,000 .. ........ ... .. .. ... .. 232,498 232,463
American & Foreign Power Company Inc. 5% debentures, due in ‘
2030, net of unamortized discount of $725,000 ... ......... ' 17,801 17,869
Revolving credit borrowings, with interest rates averaging 4.1%
and 4.4% . .. e 210,000 250,000
Credit agreement, with interest rates averaging 3.3%.......... 150,000 . —
Other indebtedness, with interest rates averaging 3.9% and 2.5%,
due in varying amounts annually through 2017 . . .......... 57,913 22,107
2,082,892 1,513,049
Lesscurrentportion ....... ... ... . . .. . . e 83,016 125,651
, ' 1,999,876 1,387,398
Adjustable conversion-rate equity security units .. ........... 172,500 172,500
Guarantee of 9.5% ESOP debt, due in installments through 2004 . 19,087 51,448

$2,191,463 $1,611,346

(@) The amount of net unamertized discount disclosed applies to long-term debt outstanding at December 31, 2003.




" 'At December 31, 2003, we had $143 million of unused borrowing capacity registered with the
Securmes and Exchange Commission (SEC) for additional debt securities.

~ The 9.45% debentures, issued in October 1989, contain a provision under which, in the event
of the occurrence of both a designated event, as defined (generally a change of control or a major
distribution of assets) and a subsequent rating decline, as defined, the holders of these securities
may require Boise to redeem the securities.

The scheduled payments of long-term debt are $83.0 million in 2004, $602.0 million in 2005,
$42.3 million in 2006, $29.4 million in 2007, and $159.2 million in 2008. Of the total amount in 2005,
$210.0 million.represents the amount outstanding at December 31, 2003, under our revolving credit
agreement. In addition, in 2004, the ESQOP trust will retire $19.1 million of debt that we have
guaranteed, and in 2006, we will pay $172.5 million for the redemption of our adjustable
conversion-rate equity security units.

. Cash payments for interest, net of interest capitalized, were $128.3 million in 2003,
$127.4 million in 2002, and $130.0 million in 2001.

12. Financial Instruments

Our debt is predominantly fixed-rate. At December 31, 2003, the estimated current market value
of our debt, based on then-current interest rates for similar obligations with like maturities, was
approximately $58 million more than the amount of debt reported in the Consolidated Balance
Sheet. The estimated fair values of our other financial instruments, cash and cash equivalents,
receivables, and short-term borrowings are the same as their carrying values. In the opinion of
management, we do not have any significant concentration of credit risks. Concentration of credit
risks with respect to trade receivables is limited due to the wide variety of customers and channels
to and through which our products are sold as well as their dlspersmn across many geographic
areas.

Changes in interest and currency rates expose the company to financial market risk. We
occasionally use derivative financial instruments, such as interest rate swaps, rate hedge
agreements, forward purchase contracts, and forward exchange contracts, to hedge underlying
debt obligations or anticipated transactions. We do not use them for trading purposes. For
qualifying hedges, the interest rate differential is reflected as an adjustment to interest expense over
the life of the swap or underlying debt. Gains and losses related to qualifying hedges of foreign
currency firm commitments and anticipated transactions are recorded in other comprehensive
income (loss) and recognized in income as adjustments of carrying amounts when the hedged
transactions occur. Unrealized gains and losses on all other forward exchange contracts are
included-in current-period net income (loss).

In November 2003, we entered into a natural gas swap to hedge the variable cash fiow risk on
25,000 MMBtu per day of natural gas usage to a fixed price. The swap expires in March 2004. The
swap was designated as a cash flow hedge. Accordingly, changes in the fair value of the swap, net
of taxes, are recorded in “Accumulated other comprehensive loss'’ in our Consolidated Balance
Sheet.. The swap was fully effective in hedging the changes in the index price of the hedged item.

Effective January 2004, we entered into two electricity swaps that convert 7 and 36 megawatts
of usage per hour to a fixed price. These swaps expire December 31, 2004. These swaps were
designated as cash flow hedges. Beginning in 2004, the changes in the fair value of the swaps, net
of taxes, were recorded in “Accumulated other comprehensive loss” in our Consolidated Balance
Sheet. ‘

In March 2002, we entered into an interest rate swap with a notional amount of $50 million.
This swap converts $50 million of fixed-rate $150 million 7.05% debentures to variable-rate debt
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based on six-month LIBOR plus approximately 2.2%. The effective interest rates at December 31,
2003 and 2002, were 3.5% and 3.6%. The swap expires in May 2005. This swap is designated as a
fair value hedge of a proportionate amount of the fixed-rate debentures. The swap and debentures
are marked to market, with changes in the fair value of the instruments recorded in income (loss).
This swap was fully effective in hedging the changes in the fair value of the hedged item;
accordingly, changes in the fair value of this instrument had no net effect on our reported net

. income (loss).

In January 2002, we entered into electricity and natural gas swaps that converted 40
megawatts and 6,000 MMBtu of usage to a fixed rate. The electricity swap expired at the end of
2002, and the natural gas swaps expired in March 2003. In August 2002, we entered into an
electricity swap that converted 36 megawatts of usage in the Northwest to a fixed rate. This swap
expired at the end of 2003. All of the swaps were designated as cash flow hedges. Accordingly,
changes in the fair value of the swaps, net of taxes, were recorded in “Accumulated other
comprehensive loss” in our Consolidated Balance Sheets. These swaps were fully effective in
hedging the changes in the fair value of the hedged items.

In February 2001, we entered into two interest rate swaps with notional amounts of $50 million
each, one that matured in February 2003 and one that matured in February 2004. In
November 2001, we entered into an interest rate swap with a notional amount of $50 million that
will mature in November 2004. The swaps hedged the variable cash flow risk from the variable
interest payments on $100 million and $150 million of our LIBOR-based debt in 2003 and 2002. The
effective interest rates from the swaps in 2003 and 2002 were 3.4% and 3.3%. Changes in the fair
value of these swaps, net of taxes, were recorded in “Accumulated other comprehensive loss” and
reclassified to “Interest expense” as interest expense was recognized on the LIBOR-based debt.
Amounts reclassified in 2003, 2002, and 2001 increased interest expense by $3.0 million,
$3.2 million, and $1.4 million, respectively. Assuming no change in interest rates, $1.7 million would
be reclassified in 2004. Ineffectiveness related to these hedges was not significant.

We are exposed to modest credit-related risks in the event of nonperformance by
counterparties to these forward exchange contracts and interest rate swaps. However, we do not
expect the counterparties, which are all major financial institutions, to fail to meet their obligations.

13. Retirement and Benefit Plans
Pension and Other Postretirement Benefit Plans

Some of our employees are covered by noncontributory defined benefit pension plans. The
Boise Office Solutions, Retail, employees, among others, do not participate in the pension pians.
The pension benefit for salaried employees is based primarily on the employees’ years of service
and highest five-year average compensation. The benefit for hourly employees is generally based
on a fixed amount per year of service. Our contributions to our pension plans vary from year to
year, but we have made at least the minimum contribution required by law each year. We use a
December 31 measurement date for our pension plans.

We have experienced rapldly increasing retirement benefit plan costs. In response to escalatlng
costs, our Retirement Committee approved the following changes to our pension plan for salaried
employees: (1) no new entrants into the plan effective November 1, 2003; (2) a reduction in the
service crediting rate for years of service earned after December 31, 2003, from 1.25% to 1%, and
(3) for Boise Office Solutions, Contract, participants, a benefit freeze effective December 31, 2003,
with one additional year of service provided to active Boise Office Solutions, Contract, employees
on January 1, 2004, at the 1% crediting rate. The benefit freeze at our Boise Office Solutions,
Contract, segment affects about 7,650 of our 55,618 employees. :




We also sponsor contributory savings and supplemental retirement plans for most of our
salaried and hourly employees. The program for salaried employees inciudes an employee stock
ownership plan (ESOP). Boise Office Solutions, Retail, employees do not participate in the ESOP. In
addition, employees hired after November 1, 2003, do not participate in the ESOP. Under that plan,
our Series D ESOP convertibie preferred stock (see Note 14, Shareholders’ Equity) is being
allocated to eligible participants through 2004, as principal and interest payments are made on the
ESCP debt by the plan and guaranteed by the company. Total expense for these plans was
$34.8 million in 2003, $31.1 million in 2002, and $27.9 million in 2001,

We also have postretirement healthcare benefit plans. The type of retiree healthcare benefits
and the extent of coverage vary based on employee classification, date of retirement, location, and
other factors. All of our postretirement healthcare plans are unfunded. We explicitly reserve the right
to amend or terminate our retiree medical plans at any time, subject only to constraints, if any,
imposed by the terms of collective bargaining agreements. Accrual -of costs pursuant to accounting
standards does not affect, or reflect, our ability to amend or terminate these plans. Amendment or
termination may significantly affect the amount of expense incurred.

On December 8, 2003, the President signed into law the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 (the Act). The Act introduces a Medicare prescription
drug benefit as well as a federal subsidy to sponsors of retiree healthcare benefit plans that provide
a benefit that is at least actuarially equivalent to the Medicare benefit. As allowed by FASB Staff
Position 106-1, Accounting and Disclosure Requirements Related to the Medicare Prescription Drug,
improvement and Modernization Act of 2003, we have elected to defer recognizing the effects of the
Act on our accumulated postretirement benefit obligation and net periodic postretirement benefit
cost in the consolidated financial statements and notes to consolidated financial statements until
authoritative guidance on the accounting for the federal subsidy is issued. The FASB plans to issue
authoritative guidance on the accounting for subsidies later in 2004. When the authoritative
guidance is issued, we may be required to change previously reported information.

Obligations and Funded Status

The following table, which includes only company-sponsored plans, reconciles the beginning
and ending balances of our benefit obligation. It also shows the fair value of plan assets and
aggregate funded status of our plans, including amounts not recognized and recognized in our
Consolidated. Statements of Income at December 31, 2003 and 2002. The funded status changes
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from year to year based on the investment return from plan assets, contributions, benefit payments
and the discount rate used to measure the liability.

Pension Benefits Other Benefits
2003 2002 2003 2002
(thousands)
Change in benefit obligation
Benefit obligation at beginning of year . .. .. $1,610,340 $1,472,389 $ 105860 $ 98,078
Servicecost ....... ... ... i 41,695 36,646 1,686 1,471
Interestcost . ......... e 105,534 103,554 6,926 7,056
Amendments ............ ... ... ... 367 291 (1,366) (1,955)
Actuarial loss .. ...... .. ... ... ... 90,652 83,441 5,001 10,314
-Changes due to exchange rates. .. ... .... — — 1,755 97
Closures and curtailments . . . ... Cee e (24,847) 25 — —
Beneftspaid .................. I (90,842) (86,006) (9,844) (9,201)
Benefit obligation atend of year. ... ... ... $1,732,899 $1,610,340 $110,018 $105,860
Change in plan assets.
Fair value of plan assets at begmnlng of year . $1,000,568 $1,149,458 $ — § —
Actual return on plan assets . ... ........ 276,085 - (113,221) — —
Employer contributions .. .............. 84,513 48,000 — —
Benefitspaid ....................... (88,647) (83,669) — —
Fair value of plan assets at end of year . ... $1,272,519 $1,000,568 $ — 8 —
Fundedstatus ........................ $ (460,380) $ (609,772) $(110,018) $(105,860)
Unrecognized actuarial loss . ............. 484,599 617,295 21,841 17,856
Unrecognized transition obligation . .. ....... — - 5,451 4,775
Unrecognized prior service cost (benefit) . . . .. 28,938 35,523 (4,497) (5,537)
Net amount recognized . ................ $ 53,157 $ 43,046 $ (87,223) $ (88,766)

The following table shows the amounts recognized in our Consolidated Balance Sheets. The
prepaid benefit cost and intangible assets are included in “Other assets.” The accrued benefit
liability is mcluded in “‘Other, compensation and benefits,” net of a current portion of $111.4 million
and $92.6 million at December 31, 2003 and 2002, respectively. The current portion is reflected in
“Accrued liabilities, compensation and benefits.”

Pension Benefits Other Benefits
2003 2002 2003 2002
(thousands)

Prepaid benefitcost . . .................. $ 84438 $ 70247 $ — —
Intangibleasset . ........ ... .. .. . L 28,401 36,316 — —
Accrued benefit liability . . . ............... (478,253) {568,715) (87,223) (88,766)
Accumulated other comprehensive loss . .. . .. 255,150 308,079 — —
Deferred income taxes .................. 163,421 197,119 — —_
Net amount recognized ................. $ 53,157 $ 43,046 $ (87,223) $ (88,766)

The projected benefit obligation, accumulated benefit obligation, and fair value of plan assets
for the pension plans with accumulated benefit obligations in excess of plan assets were




$1.7 billion, $1.7 billion, and $1.3 billion as of December 31, 2003, and $1.6 billion, $1.5 billion, and
$1.0 billion as of December 31, 2002.

The amount of additional minimum pension fiability is determined based on the value of plan
assets compared with the plans’ accumulated benefit obligation.

- Pension Benefits Other Benefits
2003 2002 2003 - 2002
{thousands)
Increase (decrease) in minimum liability included :
in other comprehensive income, net of taxes.. $ (52,929) $ 187,995 $ — § —

Components of Net Periodic Benefit Cost

The components of net periodic benefit cost are as follows:

Pension Benefits Other Benefits

2003 2002 2001 - 2003 2002 2001
: - {thousands) .

Servicecost .. ............. $ 41695 $ 36646 $ 33862 $1,686 $1,471 $1,.283
Interestcost . ............ S 105,534 103,554 97,343 6,926 7,056 6,758
Expected return on plan assets .  (102,430) (118,490) (127,414) — — —
Recognized actuarial (gain) loss 24,845 1,955 266 1,090 710 222
Amortization of prior service . ' o ‘ ’ ‘

costs and other . .. ........ 6,953 6,089 6,514  (2,065) (1,908) (1,865)
Company-sponsored plans . . .. 76,597 29,754 10,571 7,637 7,329 6,398
Multiemployer pension plans . . . 526 618 573 — — —
Net periodic benefit cost . . .. .. $ 77,123 $ 30,372 $ 11,144 $7,637 $7,329 $6,398
Assumptions

The assumptions used in accounting for our plans are estimates of factors that will determine,
among other things, the amount and timing of future benefit payments. The following table presents
the assumptions used in the measurement of our benefit obligations:

Pension Benefits ] Other Benefits
United States Canada .
2003 2002 2001 2003 2002 2001 2003 2002 2001

Weighted average assumptions as of
. December 31

Discountrate. .. ............... 6.25% 6.75% 7.25% 6.25% 6.75% 7.25% 6.25% 6.75% 7.00%
Rate of compensation increase. . . .. 4.25% 4.50% 4.75% — — —_ — — —

82




The following table presents the assumptions used in the measurement of net periodic benefit
cost:

Pension Benefits Other Benefits
United States Canada
2003 2002 2001 2003 2002 2001 2003 2002 2001

Weighted average assumptions as of
December 31

Discountrate.................. 875% 7.25% 7.25% 6.75% 7.25% 7.25% 6.75% 7.00% 7.00%
Expected return on plan assets . ... 8.50% 9.25% 9.75% — — — — — —
Rate of compensation increase. . . .. 4.50% 4.75% 4.75% — — — — — —

We base our expected long-term rate of return on plan assets on a weighted average of our
expected returns for the major asset classes in which we invest. Asset class expected returns are
based on long-term historical returns, inflation expectations, forecasted gross domestic product and
earnings growth, and other economic factors. The weights we assign each asset class are based
on our investment strategy. Our weighted-average expected return on plan assets used in our
calculation of 2004 net periodic benefit cost is 8.25%.

The following table presents our assumed healthcare cost trend rates at December 31, 2003
and 2002:

United States Canada
2003 2002 2003 2002

Weighted average assumptions as of December 31

Healthcare cost trend rate assumed for nextyear . ........... 9.00% 10.00% 8.40% 8.80%
Rate to which the cost trend rate is assumed to decline (the

ultimatetrendrate) .............. ... ... ... 5.00% 5.00% 6.00% 6.00%
Year that the rate reaches the ultimate trendrate ... ... ... ... 2008 2008 2010 2010

Assumed healthcare cost trend rates have a significant effect on the amounts reported for the
healthcare plans. A one-percentage-point change in assumed healthcare cost trend rates would
have the following effects:

One-Percentage-Point One-Percentage-Point
Increase Decrease

(thousands)

Effect on total of service and interest cost . . . .. $ 401 $ (320)
Effect on postretirement benefit obligation . . . . . 3,862 (3,189)




Plan Assets

Our pension plan asset allocations at December 31, 2003 and 2002, by asset category are as
follows:

Plan Assets at
December 31

Asset Category - ' | ' 2003 2002

U.S. equity securities. .. ... .. P . e . 50.8%  47.9%
International equity securities . . . .. .. e e 14.8%  13.1%

Fixed-income securities . .. .. ...ttt JE e 33.8%  39.0%
Other . . e e e 6% —_

100%  100%

. 'Our Retirement Funds Investment Committee is responsible for establishing and overseeing the
implementation of our investment policy. The investment policy is structured to optimize growth of
the pension plan trust assets, while minimizing the risk of significant losses, in order to enable the .
plans to satisfy their benefit payment obligations over time. We currently invest primarily in U.S.
equities, international equities, and fixed-income securities. We use benefit payments and sponsor
contributions as our primary rebalancing mechanisms to maintain our asset class exposures within
the guudellne ranges established under the investment policy. - '

Our current guidelines set forth a fixed income range of 25% to 40%, a U S. equity range of
45% 1o 60%, and an international equity range of 12.5% to 17.5%. We adjust our asset class
positions within the ranges based on our expectations for future returns, our funded position, and
market risks. Occasionally, we utilize futures or other financial instruments to alter our exposure to
various asset classes in a lower-cost manner than trading securities in the underlying portfolios. At
December 31, 2003 and 2002, we did not have any equity securities invested in Boise common
stock.,

Cash Flows

Pension plan contributions include required minimums and, in some years, additional
discretionary amounts. In 2003, the required minimum contribution was $26 million. During 2003,
we made cash contributions to our pension plans totaling $84.5 million, compared with
$48.0 million in 2002 and $17.7 million in 2001. Congress is currently considering temporary
pension funding relief to replace the temporary three-year pension funding relief legislation that
expired on December-31, 2003. Under the expired legislation, companies were permitted to use
120% of the average 30-year treasury bond formula as opposed to the previous 105% ceiling. The
House of Representatives passed a bill that would allow companies to use a funding discount rate
based on an index of high-quality corporate bonds to be developed by the Treasury Department.
The Senate has passed similar legislation. If the legislative efforts result in a discount rate that is
similar to the previous temporary relief package, our required minimum contribution to our pension .
plans in 2004 is estimated to be $55 million. However, if no legislative relief is passed and
companies have to return to the 105% ceiling, our minimum contribution in 2004 would be
approximately $95 million. We expect 1o make contributions to the plans of at least the minimums
required or, if legislative relief is passed, approximately $80 million to $120 million during 2004, We
expect to make simifar contributions in 2005, assuming some form of comparable pension relief
legislation passes. Without pension relief legislation, and depending on interest rates, asset returns,
and other factors, our minimum pension contribution in 2005 could be higher than that range. We
anticipate having sufficient liquidity to meet our future pensmn requirements. = :
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14, Shareholders’ Equity
Preferred Stock

At December 31, 2003, 4,117,827 shares of 7.375% Series D ESOP convertible preferred stock
were outstanding. The stock is shown in the Consolidated Balance Sheets at its liquidation
preference of $45 per share. The stock was sold in 1989 to the trustee of our ESOP for salaried .
employees and will be allocated to eligible participants through 2004 (see Note 13, Retirement and
Benefit Plans). Of the total shares outstanding, 3,715,647 shares have been allocated to participants
of the plan. Each ESOP preferred share is entitled to one vote, bears an annual cumulative dividend
of $3.31875, and is convertible at any time by the trustee to 0.80357 share of common stock. The
ESOP preferred shares may not be redeemed for fess than the liquidation preference. '

Common Stock

We are authorized to issue 200,000,000 shares of common stock, of which 87,137,306 shares
were issued and outstanding at December 31, 2003. Of these, 1,215,118 shares were for restricted
stock (discussed beiow). Of the unissued shares, 23,343,999 shares were reserved for the
following:

Conversion or redemption of Series D ESOP preferred stock . ... ................ 3,308,962

Issuance under Boise incentive and Performance Plan . ............. ... .. .. ... 5,950,169
fssuance under Key Executive Stock OptionPlan . ........ .. S 8,215,899
Jssuance under Director Stock Compensation Plan . .. ........... .. ... ........ 53,012
fssuance under Director Stock Option Plan . .. ... ... ... . . . 140,500
Issuance under Key Executive Deferred CompensationPlan. .. .................. 187,747
Issuance under Adjustable Conversion-Rate Equity Security Units ... .......... ... 5,412,710
Issuance under 2003 Director Stock CompensationPlan ... .................... 75,000

We have a shareholder rights plan that was adopted in December 1988. Our current plan, as
amended and restated, took effect in December 1998 and expires in December 2008.

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss includes the following:

Minimum Foreign Accumulated
Pension Currency Cash - Other
Liability Translation Flow Comprehensive
Adjustment Adjustment Hedges Loss -
: {thousands) Co
Balance at December 31, 2002, net of
BAXES . vt $ (308,079) $(3,981)  $(2,046) $(314,106)
Current-period changes, before taxes . . . 86,627 65,472 3,087 155,186
Incometaxes .................... {33.,698) — {1,200) (34,898)
Balance at December 31, 2003, net of
taxes . . ... . e $(255,150) $61,491 $ (159) $(193,818)

2003 Director Stock Compensation Plan and Boise Incentive and Performance Plan

In February 2003, our board adopted the 2003 Director Stock Compensation Plan {the 2003
DSCP) and the 2003 Boise Incentive and Performance Plan (the 2003 Pian), which were approved
by our shareholders in April 2003. The 2003 DSCP replaces our previous Director Stock




Compensation Plan, which was approved by shareholders in 1992 and expired on January 1, 2003.
A total of 75,000 shares of common stock are reserved for issuance under the 2003 DSCP. The
provisions of the 2003 DSCP are substantially similar to the previous plan. The 2003 DSCP permits
nonemployee directors to elect to receive grants of options to purchase shares of our common
stock in lieu of cash compensation. The difference between the $2.50-per-share exercise price of
2003 DSCP options and the market value of the common stock subject to the options is intended
to offset the cash compensation that participating directors elect not to receive. Options expire
three years after the holder ceases to be a director.

The 2003 Plan was effective January 1, 2003, and replaces the Key Executive Performance
Plan for Executive Officers, Key Executive Performance Plan for Key Executives/Key Managers, 1984
Key Executive Stock Option Plan (KESOP), Key Executive Performance Unit Plan (KEPUP), and
Director Stock Option Plan (DSOP), which are discussed below. No further grants or awards will be
made under the Key Executive Performance Plans, KESOP, KEPUP, or DSOP after 2003. A total of
5,950,169 shares of common stock are reserved for issuance under the 2003 Plan. Our executive
officers, key employees, and nonemployee directors are eligible to receive awards under the 2003
Plan at the discretion of the Executive Compensation Committee of the Board of Directors. Eight
types of awards may be granted under the 2003 Plan, including (1) stock options, (2) stock
appreciation rights, (3) restricted stock, (4) restricted stock units, (5) performance units,

(6) performance shares, (7) annual incentive awards, and (8) stock bonus awards.

Restricted Sthk and Restricted Stock Units

in 2003, we granted to employees 1.2 million shares of restricted stock and 0.1 million
restricted stock units (collectively “restricted stock”). The weighted-average grant-date fair value of
the restricted stock was $25.09. The restricted stock vests at the end of July 2006, provided,
however, that if specific performance criteria are met, some or all of the restricted stock may vest
earlier than July 20086, but generally no earlier than the end of January 2005. Based on a rise in
Boise's stock price, 75% of the award may vest in January 2005, subject to other performance
criteria, as applicable. Vesting of the remaining 25% of the award can accelerate if additional stock
price targets are achieved in the future. -

The restricted stock is issued and outstanding. However, because the stock is restricted, in
accordance with the requirements of SFAS No. 123, no entries were made in our financial .
statements upon issuance of the award. We recognize compensation expense over the vesting
period based on closing stock prices on the dates of grant. in 2003, we recognized $6.5 million of
pretax compensation expense related to the restricted stock awards. As we recognize
compensation expense, “Additional paid-in-capital” is increased in shareholders’ equity. The
restricted shares are not included as shares outstanding in the calculation of basic earnings per
share but are included in the number of shares used to calculate diluted earnings per share. The
restricted stock receives the same dividend as our common shares outstanding. However,
dividends on the restricted stack are not paid until the restrictions lapse and are recorded as
dividends payable.

Stock Units

We have a deferred compensation program (approved by our shareholders) for our executive
officers that allows them to deter a portion of their cash compensation. They may choose to
allocate their deferrals to a stock unit account. Each stock unit is equal in value to one share of our
common stock. We match deferrals used to purchase stock units with a 25% company allocation of
stock units. Allocated stock units accumulate imputed dividends in the form of additional stock units
equal to dividends on common stock that are charged to compensation expense. We will pay out
the value of deferred stock unit accounts in shares of our common stock when an officer retires or
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terminates employment. At December 31, 2003, 158,667 stock units were allocated to the accounts
of these executive officers.

Stock Options -

In 2002 and 2001, we had the following shareholder-approved stock option plans: the BCC Key
Executive Stock Option Pian (KESOP), the BCC Director Stock Option Plan (DSOP), and the BCC
Director Stock Compensation Plan {DSCP). In 2003, options were granted under the 2003 DSCP
and 2003 Plan (discussed above). No further grants will be made under the KESOF, DSOPR, and
DSCP -

The KESOP provided for the grant of options to purchase shares of our common stock to key
employees of the company. The exercise price was equal to the fair market value of our common
stock on the date the options were granted. Options expire, at the latest, ten years and one day
following the grant date.

- The DSOP, available only to nonemployee directors, provided for annual grants of options. The
exercise price was equal to the fair market value of our common stock on the date the options
were granted. The options expire the earlier of three years after the director ceases to be a director
or ten years after the grant date.

The DSCP permitted nonemployee directors to elect to receive grants of options to purchase
shares of our common stock in lieu of cash compensation. The difference between the
$2.50-per-share exercise price of DSCP options and the market value of the common stock subject
to the options was intended to offset the cash compensation that participating directors elected not
to receive. The options expire three years after the holder ceases to be a director.

Under the KESOP and DSOP, options may not, except under unusual circumstances, be
exercised until one year following the grant date. Under the DSCPR, options may be exercised six
months after the grant date.

A summary of the status of stock options at December 31, 2003, 2002, and 2001 and the
changes during the years then ended is presented in the table below:

~ 2003 ' 2002 2001
Witd. Avg. ' Wid. Avg. Wid. Avg.
Shares Ex. Price Shares Ex. Price Shares Ex. Price
Balance at . : :
beginning of year 8,916,550 $31.95 7,156,418 $32.99 6,007,259  $31.52
Options granted . . . 48,477 19.05 2,038,844 . 27.64 1,959,588 35.42
Options exercised . . (319,139) 23.41 (218,462) 23.78 (717,639) 26.60
Options forfeited :
and expired . ... (188,000) 33.68 (60,250) 39.00 (92,790) 38.42
Balance at end of
year .......... 8,457,888 32.16 8,916,550 31.95 7,156,418 32.99
Exercisable at end
ofyear ........ 8,409,411 _ . 6,877,706 5,198,920
Weighted average
fair value of

options granted
(Black-Scholes) . . $13.00 $7.12 $10.21




The following table provides summarized information about stock options outstanding at
December 31, 2003: :

Options Outstanding Options Exercisable

Weighted Weighted Weighted

o , Average Average ) Average

Range of Options - Contractual Exercise Options Exercise
Exercise Prices ~ Outstanding Life (Years) Price Exercisable Price
$ 2,50 65,489 — $ 250 53,012 $ 250
$18';OO< — $28.00 3,356,158 7.38 27.28 3,320,158 27.31
$28.01 — $39.00 - 4,484,341 . 578 34.82 4,484 341 . 34.82
$39.01 — $44.00 -551,900 1.63 - 43.74 551,900 43.74

Other

In September 1995, our board of directors authorized us to purchase up to 4.3 million shares
of our common stock. As part of this authorization, we repurchase odd-lot shares (fewer than 100
shares) from shareholders wishing to exit their holdings in our common stock. We retire the shares
that we repurchase under this program. Since 1995, we have repurchased 45,762 shares of our
common stock, including 1,096 shares in 20083.

15. Cost-Reduction Program, Restructuring Activities, and Facility Closures
2003 Cost-Reduction Program

In March 2003, we announced measures 1o reduce 2003 operating costs by approximately
$45 million, net of severance costs. We took these actions because of higher pension costs, higher
energy costs, business disruptions from severe winter weather in the eastern United States, and
global political uncertainty. We reduced operating costs by freezing salaries, restricting hiring,
reducing discretionary spending at all levels of the company, and eliminating approximately 700
positions. We are eliminating these positions by terminating approximately 550 employees and
leaving vacant positions unfilled. At December 31, 2003, we had terminated approximately 465
employees. '

Under our severance policy, we recorded a pretax charge of $10.1 million for employee-related
costs in “Other (income) expense, net” in the Consolidated Statement of Income. We recorded
these costs in accordance with the provisions of SFAS No. 112, Empioyers’ Accounting for
Postemployment Benefits. We recorded $9.2 million in the Boise Office Solutions, Contract,
segment; $0.2 million in the Boise Paper Solutions segment; and $0.7 million in our Corporate and
Other segment. Employee-related costs are primarily for severance payments, most of which were
paid in 2003 with the remainder to be paid in 2004. This item decreased net income $6.1 million for
the year ended December 31, 2003,
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The reserve liability for the cost-reduction program is included in “Accrued liabilities, other,” in
the accompanying Consolidated Balance Sheet. Reserve liability activity related to the 2003 charge
is as follows:

Employee-
Related
Costs

(thousands)

2003 expense recorded . . .. ... e e e $10,100
Charges againstreserve . .................... I (7,800)

Balance at December 31, 2003 . . .. .. e $ 2,300

2001 Restructuring Activities

In February 2001, we announced the permanent closure of our plywood and lumber operations
in Emmett, Idaho, and our sawmiil in Cascade, ldaho, due to the significant decline in federal
timber offered for sale. We completed these closures in second quarter 2001, and 373 positions
were eliminated. In first quarter 2001, we recorded a pretax charge of $54.0 million related to these
closures. For the year ended December 31, 2001, sales for our Idaho operations were $66.0 million,
and our operating loss was $5.8 million. '

In addition, in first quarter 2001, we wrote off our investment in assets in Chile with a pretax
charge of $4.9 million. We recorded both of these charges in our Boise Building Solutions segment
and in “Other (income) expense, net” in the Consolidated Statement of Loss for the year ended
December 31, 2001. ‘

We recorded asset write-downs for plant and equipment at the closed Idaho facilities.and the
write-off of our equity investment in and related receivables from a joint venture in Chile. Employee-
related costs included pension curtailment costs rising from the shutdowns of the Idaho facilities
and severance costs. We recorded other exit costs, including tear-down and environmental cleanup
costs related to the ldaho facilities and reserves for contractual obligations with no future benefit.
These restructuring reserve liabilities were included in “Accrued liabilities, other” in the
Consolidated Balance Sheets. In 2003, we reclassified $2.3 million of reserves established for
environmental cleanup costs at the Idaho facilities to “Other long-term liabilities” in the
Consolidated Balance Sheet. The remaining environmental cleanup is expected to take seven years,
after which postclosing monitoring will be ongoing.




Restructuring reserve liability account activity related to these 2001 charges is as follows:

'Asset Erﬁployee- Other

Write- Related Exit
Downs Costs Costs Total
(thousands) '
2001 expenserecorded . ... ... ... . . i $21,300 $15,000 $ 22,600 $ 58,900
Assetswrittendown . . ........ ... .. ... .. {21,300) — —  (21,300)
Pension liabilities recorded . . .. . .............. — (9,600) ) — (9,600)
Charges againstreserve . ..................0. — (5,000) (10,100)  (15,100)
Restructuring reserve at December 31, 2001 ... ... : — 400 12,500 12,900
Proceeds from sales ofassets .. .............. : S— — - 1,500 1,500
Charges againstreserve . . . .........:........ — (400)- (7,400)  (7,800)
Restructuring reserve at December 31, 2002 ... ... — — 6,600 6,600
Charges againstreserve . . ................... — — (3,800) (3,800)
Reclassification to other long-term liabilities . . . . . .. — — (2,300) {2,300)
Reserves credited to income. .. ......... S — — (500) (500)
Restructuring reserve at December 31,2003 ... ... $ — . 8 - 8 — 8 —

An analysis of total restructuring reserve liability account activity is as follows:

_ Year Ended December 31
2003 2002 2001

(thousands)
Balance at beginning of year . . . . . . . . . T $ 7,000 $14,500 $ 3,900
Current-year reserves '

Charges to income ....... e I PP 10,100 — 28,000
Proceeds from salesofassets . . .~ . ............ ... ... ... : — 1,500 —
Charges against reserve . . ... S B (11,700)  (8,250) (16,400)
Reclassification to other long-term liabilities . ............. ... (2,300) - — —
Reserves credited toincome . ......... ... ... ... ... ... (800) (750) (1,000)
Balance at end of year ........ A T ¢ 2,300 $ 7,000 $14,500

Facility Closures

Prior to our acquisition of OfficeMax, OfficeMax had identified and closed underperformlng
facitities. As part of our purchase price allocation, we recorded $58.7 million of reserves for the
estimated fair value of future liabilities associated with these closures. We recorded $44.6 million in
“Other long-term liabilities” and $14.1 million in “Accrued liabilities, other” in our Consolidated
Balance Sheet. These reserves related primarily to future lease termination costs, net of estimated
sublease income.

’

In addition to these store closures and in connection with the OfficeMax acquisition, we.
reviewed the stores we acquired and identified 45 facilities that are no longer strategically or
economically viable. We expect to close these stores by the end of second quarter 2004,
eliminating approximately 1,100 employee positions. Approximately 500 people will be offered
transfers to other stores. In identifying stores to be closed, we evaluated their market and financial
performance and lease terms. In the store closing analysis, we considered several factors, including
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historical and projected operating results, anticipated impact of current and future competition,
future lease liability and real estate value, size, and capital spending requirements.

In accordance with the provisions of EITF 95-3, Recognition of Liabilities in Connection With a
Purchase Business Combination, we recorded $53.7 million of store closure reserves in “Other
long-term liabilities” and $15.7 million in “Accrued liabilities, other.” These reserves included
$67.5 million of lease termination costs, net of estimated sublease income, and $1.8 million of other
closure costs, primarily severance. These charges were accounted for as exit activities in
connection with the acquisition, and we did not recognize a charge to income in our Consolidated
Statement of Income. Most of the cash expenditures for these closed stores will be made over the
remaining lives of the operating leases, which range from one month to 13 years.

We have not completed our integration plans for the acquired business. We have one year
from the purchase date to develop our integration plans and adjust for changes in estimates of the
fair value of assets acquired and liabilities assumed. We are evaluating the combined office
products business to determine what opportunities for additional consclidation of operations may
be appropriate. For example, we are developing plans for the rationalization of U.S. delivery
warehouses from 59 at year-end 2003 to 25 to 30 by 2006, and consolidation of U.S. customer
service centers and outbound sales centers from eight to six, by 2005. When the costs are
determined, they will either increase the amount of goodwill recorded or decrease net income,
depending on the nature of the costs. We will record the costs of the additional closures in 2004,

16. Segment Information

in December 2003, we acquired OfficeMax, Inc. (see Note 2, OfficeMax Acquisition). OfficeMax
is now a subsidiary of Boise Cascade Corporation. After the acquisition Boise Office Solutions, our
office products distribution business began reporting two segments, Boise Office Solutions,
Contract, and Boise Office Solutions, Retail. Accordingly, in December 2003, we began reporting
our business using five (rather than four) reportable segments: Boise Office Solutions, Contract;
Boise Office Solutions, Retail; Boise Building Solutions; Boise Paper Solutions; and Corporate and
Other. Each of these segments represents a business with differing products, services, and/or
distribution channels. Each of these businesses requires distinct operating and marketing strategies.
Management reviews the performance of the company based on these segments.

Boise Office Solutions, Contract, markets and sells office supplies and paper, technology
products, and office furniture. This segment markets and sells through field salespeople, catalogs,
the Internet, and stores. It includes sales generated by the OfficeMax field salespeople, catalogs,
and E-commerce business after December 9, 2003. Substantially all the products sold by this
segment, except office papers, are purchased from outside manufacturers or from industry
wholesalers. Office papers are sourced primarily from our paper operations.

Boise Office Solutions, Retail, which operates under the trade name OfficeMax, markets and
sells office supplies and paper, technology products, and office furniture through office supply
superstores. OfficeMax superstores feature CopyMax® and FurnitureMax® in-store modules devoted
to print-for-pay services and office furniture. In 2003, all the products sold by this segment were
purchased from outside manufacturers or from industry wholesalers. In 2004, we expect to source
office papers from our paper operations.

Boise Building Solutions manufactures, markets, and distributes various products that are used
for construction. These products include structural panels (plywood and oriented strand board),
engineered wood products, lumber, particleboard, and building supplies. Most of these products
are sold to independent wholesalers and dealers or through our own wholesale building materials
distribution outlets.




Boise Paper Solutions manufactures, markets, and distributes uncoated free sheet papers
(office papers, printing grades, forms bond, envelope papers, and value-added papers),
containerboard, corrugated containers, newsprint, and market pulp. With the exception of
newsprint, these products are sold to distributors, industrial customers, and our office products
business, primarily by our own sales personnel. Boise Office Solutions sells these products directly
to large corporate, government, and small and medium-sized offices. Newsprint is marketed by
Abitibi-Consolidated Company of Canada.

Corporate and Other includes corporate support staff services and related assets and liabilities.

The segments’ profits and losses are measured on operating profits before interest expense,
income taxes, minority interest, extraordinary items, and cumulative effect of accounting changes.
Specified expenses are allocated to the segments. For some of these allocated expenses, the
related assets and liabilities remain in the Corporate and Other segment.

The segments follow the accounting principles described in Note 1, Summary of Significént‘
Accounting Policies. Sales between segments are recorded primarily at market prices.

No single customer accounts for 10% or more of consolidated trade sales. Boise's export sales
to foreign unaffiliated customers were $127.2 million in 2003, $124.3 million in 2002, and
$127.8 million in 2001.

During 2003, 2002, and 2001, Boise Office Solutions, Contract, had foreign operations in
Canada, Mexico, Australia, and New Zealand. In 2003, Boise Office Solutions, Retail, had foreign
operations in Mexico through its 51%-owned joint venture. This segment also had operations in
Puerto Rico and the U.S. Virgin Islands, which are included with our operations in the United States.
Boise Building Solutions has a small wood I-joist plant in Canada that was acquired in June 2000.
In late 2001, we started up a veneer and plywood plant in Brazil. We also have a 47% interest in an
oriented strand board plant in Canada, for which we account under the equity method.

The following table summarizes net sales and long-lived assets by geography:

Year Ended December 31
2003 2002 - 2001

(millions)
Net sales : g
UnitedStates . . ....... ... $7,291.9 $6,6053 $6,6205

FOreign .. . e 953.2 807.0 801.7
‘ o $8,245.1 $7,412.3 $7,422.2

Long-lived assets :
United States . . .. ........ ... ... ... ... .. e $4,541.7 $3,423.8 $3,474.4
FOreigN .« . e e 333.2 227.9 214.5

$4,874.9 $3,651.7 $3,688.9
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Segment sales to external customers by product line are as follows:

Year Ended December 31

2003 2002 2001
(millions})
Boise Office Solutions, Contract
Office suppliesand paper. . ............... .. $2,231.6 $2,179.4 $2,133.1
Technology products . ........... .. i 1,124.7 1,021.0 1,023.4

Office furniture . . . . . . . o o e e 383.3 342.9 3775
' ' 3,739.6 3,543.3  3,534.0

Boise Office Solutions, Retail

Office suppliesand paper. . ................ . ......... 91.6 — —
Technology products . ....... ... ... .. ... ... . 161.1 — —
Office furniture . . .. .. .. ... . . 30.5 — —

283.2 — —

Total Boise Office Solutions ‘ ‘

Office suppliesand paper. . ....... ... ... ... .. 2,323.2 2,179.4 2,133.1
Technology products .. ...... ... ... . ... . 1,285.8 1,021.0 1,023.4
Office furniture . . .. ... ... . . 413.8 342.9 3775

4,022.8 3,643.3 3,534.0

Boise Building Solutions

Structural panels .. ... . . 939.3 689.0 725.8
Engineered wood products . . . ... .. oo 433.1 352.2. 323.6
Lumber . ... . 741.0 774.4 759.2
Particleboard . . .. .. .. . . .. . e 54.4 66.8 66.9
Building supplies and other ... ................... I 679.1 564.3 485.3

2,846.9 2,446.7 2,360.8

Boise Paper Solutions

Uncoated freesheet.. . ... ... ... ... ... .. ... ... ... . ... 614.9 669.2 753.9
Containerboard and corrugated containers ............... 370.8 387.5 427.7
Newsprint ... ... ... 160.3 142.9 197.4
Market pulpandother ....... ... ... ... ... ... .. ... 206.5 198.4 125.7
1,352.5  1,398.0 1,504.7

Corporateand Other.. .. ... ... ... . . . . .. i 229 24.3 227

$8,245.1 $7,412.3 $7,422.2




An analysis of our operations by segment is as follows:

Selected Components of
income (Loss) -

Depreciation,

Amortization, Invest-
Sales Income Equity in  and Cost of ments
(Loss) NetIncome Company Capital in
o inter- Before (Loss) of Timber Expendi- Equity
Trade segment Total Taxes(a)(b) Affiliates Harvested tures Assets Affiliates
. (millions)
Year Ended December 31, 2003
Boise Office
Solutions, Contract . $3,7386 $ 23 83,7419 §.1094 $ 1 $ 66.1 $ 1846 $14413 § A
Boise Office . . .
Solutions, Retail . . . 2832 — 2832 6.1 — 28 1,2692 2,265.7 —_
4,022.8 2.3 4,025.1 115.5 A 68.9 1,443.8 3,707.0 1
Boise Building .
Solutions . . .. ... .. 2,846.9 250 28719 954 8.7 45.5 558 948.2 44.2
Boise Paper :
Solutions . . . . .. .. 1,3525  500.1 1,852.6 {13.9) — 182.0 127.8 2,501.2 —
Corporate and
Other .. ........ 229 55.0 77.9 (45.2) — 119 69 2972 —
8,245.1 5824 88275 151.8 8.8 308.3 1,634.3 7,453.6 443
Intersegment
eliminations . . . . .. — (5824) = (582.4) - — — — (77.4) —
Interest expense. . . . . — — — (132.5) — — — — -
$8,2451 $ — $8,2451 . $ 193 $88 $308.3 $1,634.3 $7,376.2 $ 44.3
Year Ended December 31, 2002
Boise Office :
Solutions, Contract . $3,543.3 $ 25 $3,6458 $ 123.0 $(1.0) $ 631 $ 573 $12663 $ .1
Boise Building
Solutions . . . ... .. 2,446.7 23.0 24697 39.7 (-6) 47.0 93.9 900.1 355
Boise Paper
Solutions . . .. .. .. 1,398.0 480.0 1,878.0 38.6 — 185.1 106.4 2,497.4 —
Corporate and _ ‘
Other . ......... 24.3 51.7 76.0 (81.8) (.8) 11.8 8.6 348.0 —
7,412.3 557.2 7,969.5 118.5 (2.4) 307.0 266.2 5,011.8 35.6
Intersegment i : . )
gliminations . . . ... —  {557.2) (557.2) — — — — (64.4) —
Interest expense . . . . . — — — (131.7) — — —_ —_ —
' $7,4123 $ — §7.4123 § (12.2) $(2.4) $307.0 $ 266.2 $4,89474 $ 356
Year Ended December 31, 2001
Boise Office ‘
Soiutions, Contract . $3534.0 $ 22 $3,5362 § 1517 $(5.2) $ 672 $ 767 $12635 $ 2
Boise Building : :
Solutions . . . .. ... 2,360.8 27.2 2,388.0 (22.3) (1.7) 46.6 113.5 821.8 36.1
Boise Paper ’
Solutions . . . ... .. 1,504.7 437.7 1,942.4 70.7 — 169.3 1781 2,621.3 —
Corporate and
Other . ......... 227 50.2 72.9 (120.0) (1.1) 12.9 10.7 287.4 259
7,422.2 517.3 7,939.5 80.1 (8.0 296.0 380.0 4,994.0 62.2
Intersegment ‘
eliminations . . .. .. —  (517.3) (517.3) — — — — (60.0) —
Interest expense . . . ... —_ — - (128.7) — — - — —_
$7,4222 $ — §7,422.2 $ (48.6) $(8.0) $296.0 $ 380.0 $4,934.0 $ 62.2

(8 Interest income has been allocated to our segments in.the amounts of $1.2 million for 2003, $1.5 million for 2002, and

$1 .8vmillion for 2001.

(o) See Note 2, OfficeMax Acquisition; Note 4, Other (income) Expense, Net; Note 9, investments in Equity Affiliates; and
Note 15, Cost-Reduction Program, Restructuring Activities, and Facility Closures, for an explanation of special items

affecting our segments.
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17. Commitments and Guarantees

We have commitments for timber contracts, leases, and long-term debt that are discussed
further in Note 1, Summary of Significant Accounting Policies; Note 7, Leases; and Note 11, Debt.
In addition, we have purchase obligations for goods and services, capital expenditures, and raw
materials entered into in the normal course of business.

We have a legal obligation to fund our defined benefit plans. In 2004, if legislative efforts resuit
in a discount rate that is similar to the previous temporary relief package, our required minimum
contribution to our pension plans is estimated to be approximately $55 million (see Note 13,
Retirement and Benefit Plans for more information). In 2004, we expect to make contributions to the
plans of at least the minimums required or, if legislative relief is passed, approximately $80 million
to $120 million. Our contributions may change from period to period, based on the performance of
plan assets, actuarial valuations, and company discretion within pension laws and regulations.

In accordance with an amended and restated joint-venture agreement, the minority owner of
our subsidiary in Mexico, OfficeMax de Mexico, can elect to put its remaining 49% interest in the
subsidiary to Boise if earnings targets are achieved. At December 31, 2003, OfficeMax de Mexico
had met these earnings targets. These earnings targets are calculated quarterly on a rolling
four-quarter basis. Accordingly, the targets can be achieved in one quarter but not in the next.
When the earnings targets are achieved and the minority owner elects to put its ownership interest,
the purchase price would be equal to fair value, calculated based on the subsidiary’s earnings for
the last four quarters before interest, taxes, depreciation and amortization, and on current market
muftiples of similar companies. The fair value purchase price in 2004 is estimated at $25 million to
$30 miliion.

We provide guarantees, indemnifications, and assurances to others, which constitute
guarantees as defined under FASB Interpretation No. 45, Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.

Boise Cascade Corporation has a contingent obligation to repay money borrowed under an
industrial revenue bond issue that was assumed by the purchaser of the facility financed with the
proceeds of the bonds. The remaining unpaid principal on this obligation was $1.3 million at
December 31, 2003, and will decline over time as the indebtedness is retired. Full repayment is
required by 2007. No liability is recorded in our financial statements for this contingent obligation.

Boise Cascade Corporation has guaranteed the debt used to fund an employee stock
ownership plan (ESOP) for our U.S. salaried employees. We have recorded the debt, which totaled
$19.1 million at December 31, 2003, in our Consolidated Balance Sheet. The debt wili be repaid in
2004. We have guaranteed tax indemnities on the ESOP debt. Under these indemnities, we would
be required to pay additional amounts to the debt holders if the interest payments on the debt were
determined to be taxable. Any amounts paid under this tax indemnification would be dependent
upon future tax rulings and assessments by the Internal Revenue Service and are not quantifiable at
this time.

Boise Cascade Corporation guarantees the obligations and performance of its wholly owned
subsidiary, Boise Cascade do Brasil, Lida., under the terms of timber and stumpage purchase
agreements in Brazil. These agreements extend through 2014. Boise Cascade Corporation’s .
exposure is effectively limited to the loss of its investment, which was approximately $29.7 miliion at
December 31, 2603.

Voyageur Panel, a joint venture in Barwick, Ontario, Canada, has the capacity to produce
440 million square feet of oriented strand board panels annually. We hold 47% of the equity. We
have an agreement with Voyageur Panel under which we operate the plant and market its product.
We have agreed to advance the purchase price, at prevailing market prices, to Voyageur Panel for




any finished goods inventory that remains unsold for ten days. We are repaid the amount advanced
as the inventory is sold. We also guarantee the creditworthiness of Voyageur Panel’s customers and
agree to reimburse Voyageur Panel if those customers fail to pay for the products they purchase.
There were no advances at December 31, 2003 (see Note 9, Investments in Equity Affiliates).

In December 2001, Boise Cascade Trust [ issued adjustable conversion-rate equity security
units to the public at an aggregate offering price of $172.5 million. Boise Cascade Trust | is a
statutory business trust wholly owned by Boise Cascade Corporation. The trust used the proceeds
from the offering to purchase debentures issued by Boise Cascade Corporation. We irrevocably
guarantee the trust’s distributions on the preferred securities. Our guarantee is senior and
unsecured and is limited to the funds the trust receives from the debentures (see Note 11, Debt).

We have 11 operating leases that have been assigned to other parties but for which we remain
contingently liable in the event of nonpayment by the other parties. The lease terms vary and,
assuming exercise of renewal options, extend through 2032. Annual rental payments under the
leases are approximately $4.8 million.

Boise Cascade Corporation has guaranteed the obligations of Boise Cascade Office Products
(BCOP) under state workers’ compensation laws. This liability is unlimited, and the annual amount
of the obligations vary depending on BCOP’s claims experience. We insure amounts in excess of
$2 miliion per claim through third-party insurers.

BCOP and OfficeMax have guaranteed the debt of Boise Cascade Corporation under our
revolving credit agreement up to the $560 million aggregate credit limit. At December 31, 2003,
$210 million was outstanding under this agreement. The agreement expires in 2005.

BCOP and OfficeMax have guaranteed the debt of Boise Cascade Corporation under our
$150 miliion credit agreement. At December 31, 2003, $150 million was outstanding under the
agreement. The agreement expires in 2005.

Boise Cascade Corporation and its affiliates enter into a wide range of indemnification
arrangements in the ordinary course of business. These include tort indemnifications, tax
indemnifications, indemnifications against third-party claims arising out of arrangements to provide
services to us, and indemnifications in merger and acquisition agreements. It is impossible to
quantify the maximum potential liability under these indemnifications. At December 31, 2003, we
were not aware of any material liabilities arising from these indemnifications.

18. Legal Proceedings and Contingencies

We have been notified that we are a “potentially responsible party”” under the Comprehensive
Environmental Response, Compensation and Liability Act (CERCLA) or similar federal and state
jaws, or have received a claim from a private party, with respect to 16 active sites where hazardous
substances or other contaminants are or may be located. In most cases, we are one of many
potentially responsible parties, and our alleged contribution to these sites is relatively minor. For
sites where a range of potential liability can be determined, we have established appropriate
reserves. We believe we have minimal or no responsibility with regard to several other sites. We
cannot predict with certainty the total response and remedial costs, our share of the total costs, the
extent to which contributions will be available from other parties, or the amount of time necessary to
complete the cleanups. Based on our investigations; our experience with respect to cleanup of
hazardous substances; the fact that expenditures will, in many cases, be incurred over extended
periods of time; and the number of solvent potentially responsible parties, we do not believe that
the known actual and potential response costs will, in the aggregate, materially affect our financial
position or results of operations. ‘
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Over the past several years and continuing into 2004, we have been named a defendant in a
number of cases where the plaintiffs allege asbestos-related injuries from exposure to asbestos
products or exposure to asbestos while working at job sites. The claims vary widely and often are
not specific about the plaintiffs’ contacts with the company. None of the claims seeks damages
from us individually, and we are generally one of numerous defendants. Many of the cases filed
against us have been voluntarily dismissed, although we have settled some cases. The settlements
we have paid have been covered mostly by insurance, and we believe any future settlements or
judgments in these cases would be similarly covered. To date, no asbestos case against us has
gone to trial, and the nature of these cases makes any prediction as to the outcome of pending
litigation inherently subjective. At this time, however, we believe our involvement in asbestos
litigation is not material to either our financial position or our results of operations.

We are also involved in other litigation and administrative proceedings arising in the normal
course of our business. In the opinion of management, our recovery, if any, or our liability, if any,
under pending litigation or administrative proceedings, including those described in the preceding
paragraphs, would not materially affect our financial position or results of operations.

19.. Quarterly Results of Operations (unaudited)

2003 2002
First(a) Second Third(b) Fourth(c)(d) First Second(e) Third Fourth

(millions, except per-share and stock price information)

Netsales................. $1,853.2 $1,929.0 $2,110.6 $2,3523 $1,788.2 $1,888.0 $1,935.3 $1,800.8
Income from operations . . ... .. 2 22 77 .47 23 7 46 42
Income (loss) before cumulative

effect of accounting changes . . . (19) (4) 33 7 (7 3 9 6
Net income (loss) .. ......... (28) 4 33 7 @ 3 9 6
Net income (loss) per common

share .

Basic.................. (.53) (12) 51 .05 17 .00 .09 .05

Diluted . . . . ....... ... ..., (53) = (12 48 .05 (.17) .00 .09 .05
Common stock dividends paid per

share . . ........... .. ... 15 15 .15 .15 15 15 15 15
Common stock prices(f) )

High .................. 28.15 26.30 29.20 32.89 38.81 37.25 34.74 27.49

Low......... ... ... .... 20.72 21.48 21.48 26.96 31.52 32.55 22.08 19.61

(@) Included a pretax charge of $10.1 million for employee-related costs incurred in connection with the 2003 cost-reduction
program (see Note 15, Cost-Reduction Program, Restructuring Activities, and Facility Closures).

(b) Included a net $2.9 million, one-time tax benefit related to a favorable tax ruling, net of changes in other tax items.

(¢) Included a $14.7 million pretax charge for the write-down of impaired assets at our plywood and lumber operations in
Yakima, Washington. See Note 4, Qther (Income) Expense, Net.

(d) Included income from the OfficeMax operations for the period from December 10, 2003, through December 27, 2003,
and costs, including incremental interest expense, directly related to the acquisition. The net effect of these items
reduced income $4.1 million before taxes, or $2.5 million after taxes.

(e} Included a pretax charge of $23.6 million related to the sale of all stock of our wholly owned subsidiary that held our
investment in IdentityNow. We also recorded $27.6 million of tax benefits associated with this sale and our 2001 write-
down of our equity investment (see Note 9, Investments in Equity Affiliates).

(f) Our common stock (symbol BCC) is traded on the New York Stock Exchange.




Independent Accountants’ Report

To the Board of Directors and Shareholders of Boise Cascade Corporation:

We have audited the accompanying consolidated balance sheets of Boise Cascade
Corporation and subsidiaries as of December 31, 2003 and 2002, and the related consolidated
statements of income (loss), shareholders’ equity, and cash flows for each of the years in the
three-year period ended December 31, 2003. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as weli as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Boise Cascade Corporation and subsidiaries as of
December 31, 2003 and 2002, and the results of their operations and their cash flows for each of
the years in the three-year period ended December 31, 2003, in conformity with accountlng
principles generally accepted in the United States of America.

As discussed in Note 5 and Note 11 to the consolidated financial statements, in 2003 the
Company adopted the provisions of Statement of Financial Accounting Standards (SFAS) No. 143,
Accounting for Asset Retirement Obligations; the fair-value-based method of accounting for stock-
based employee compensation using the prospective method of transition under the provisions of
SFAS No. 148, Accounting for Stock-Based Compensation—Transition and Disclosure; the
guideiines established by the Financial Accounting Standards Board’s (FASB) Emerging Issues Task
Force Issue No. 02-16, Accounting by a Customer (Inciuding a Reseller) for Certain Consideration
Received From a Vendor; and the guidelines of FASB Interpretation No. 46, as revised,
Consolidation of Variable Interest Entities. As discussed in Note 10 to the consolidated financial

statements, in 2002 the Company adopted the provisions of SFAS No. 142, Goodwill and Other
intangible Assets.

/s/ KPMG LLP

Boise, ldaho
January 29, 2004
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Report of Management

Boise's management is responsible for the preparation, integrity, and objectivity of the financial
statements and other financial information and representations contained in this annual report on
Form 10-K. The financial statements and related notes were prepared in conformity with accounting
principles generally accepted in the United States. In preparing the financial statements,
management has, when necessary, made judgments and estimates based on currently available
information.

Boise’'s management maintains a comprehensive system of internal controls based on written
policies and procedures. We design our system to provide reasonable assurances that assets are
safeguarded against loss or unauthorized use, that transactions are executed and recorded in
accordance with management’s authorization, and that fraudulent financial reporting is detected and
prevented. Management bases the concept of reasonable assurances on recognition that the cost
of a particular accounting control should not exceed the benefit expected to be derived.

Management communicates its expectations of internal control to all employees with significant
responsibilities in the financial reporting process. In addition, our internal audit staff regularly
monitors our financial reporting system and the related internal accounting controls through an
extensive program of audits throughout Boise. As part of our system of internal controls,
management selects and trains qualified people who we expect to conduct the company’s affairs in
accordance with Boise’s Code of Ethics {the Code). We make our Code available to all Boise
employees, and it is a key element of our system of internal controls. The Code covers, among
other things, compliance with all laws, including those related to financial disclosure, potential
conflicts of interest, and the protection of the company’s information and assets.

KPMG LLP (KPMG), a firm of independent accountants, has audited the financial statements
included in this annual report on Form 10-K. The audit committee of our board of directors
appointed KPMG as our independent auditors for 2003. Our shareholders ratified this appointment.
To enable KPMG'’s audit, Boise's management has made available all of the corporation’s financial
records and related data, as well as minutes of all shareholder and board of directors meetings. We
believe that all representations made to KPMG during their audit of our financial statements were
valid and appropriate. KPMG also selectively tested our internal controls for purposes of pianning
and performing the audit of our financial statements.

The Audit Committee of our board of directors is composed solely of independent directors. It
meets regularly and separately with management, representatives of our internal Audit Department,
and representatives of KPMG to ensure that each group is carrying out its responsibilities. The
Internal Audit staff and the independent auditors have direct and unrestricted access to the Audit
Committee, without the presence of management, to discuss the results of their audits, any
recommendations concerning the system of internal accounting controls, and the quality of financial
reporting.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
-ACCOUNTING AND FINANCIAL DISCLOSURE

For information regarding our change in independent auditors from Arthur Andersen LLP to
KPMG LLp, please refer to our Form 8-K filed with the SEC on April 19, 2002, or'to the information
presented under the caption “Appointment of Independent Accountants” in our proxy statement,
which is incorporated by reference. .

We have had no disagreements with our mdependent accountants regarding accounting or
financial d:sclosure matters.

ITEM 9A. CONTROLS AND PROCEDURES

(@) As of the end of the period covered by this report, the chief executive officer and chief financial
officer dirécted and supervised an evaluation of the design and operation of our disclosure
controls and procedures pursuant to Rule 13a-15(e) of the Securities Exchange Act of 1934,
"The evaluation was conducted to-determine whether the company’s disclosure controls and
procedures were effective in bringing material information about the company to the attention
of senior management. Based on that evaluation, our chief executive officer and chief financial
officer concluded that the company’s disclosure controls and procedures are effective in
alerting them in a timely manner to material information that the company is required to .
disclose in its ﬂlmgs with the Securities and Exchange Commission.

{b) Since our evaluatlon we have made no S|gn|f|cant changes in the design or operatlon of our
internal controls. Likewise, we have not taken corrective actions or made changes to other
factors that could significantly affect the design or operation of these controls, On December 9,
2003, we completed our acquisition of OfficeMax, Inc. Based on our evaluation, we do not
‘believe this acquisition or the integration of our two systems of internal control w;ll negatlvely
affect the desugn or operatlon of our overall internal controls
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PART Iil

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The directors and nominees for director are presented under the caption “Board of Directors”
in our proxy statement. This information is incorporated by reference.

The following lists our executive officers covered by Section 16 of the Securities and Exchange
Act of 1934 and gives a brief description of their business experiences as of January 31, 2004:

John C. Bender, 63, was first elected an officer of the company on February 13, 1990.
Mr. Bender has served as senior vice president, Boise Building Solutions, since 1999 and previously
served as vice president, Boise Building Solutions, beginning in 1993. He joined Boise in 1969.

Thomas E. Carlile, 52, was first elected an officer of the company on February 4, 1994,
Mr. Carlile has served as vice president and controiler since 1994 and previously served as director
of finance and planning, Boise Paper Solutions, beginning in 1989. He joined Boise in 1973.

Theodore Crumley, 58, was first elected an officer of the company on May 10, 1990.
Mr. Crumley has served as senior vice president and chief financial officer since 1994 and
previously served as vice president and controller beginning in 1990. He joined Boise in 1972.

A. Ben Groce, 62, was first elected an. officer of the company on February 8, 1991. Mr. Groce
has served as senior vice president, Boise Paper Solutions, since 1994 and previously served as
vice president, Corporate Engineering, Procurement, and Transportation beginning in 1993. He
joined Boise in 1979,

George J. Harad, 59, was first elected an officer of the company on May 11, 1982, Mr. Harad
became a director and president of the company in 1991. Mr. Harad was elected chief executive
officer of Boise in 1994 and became chairman of the board in 1995. He joined Boise in 1971.

John W. Holleran, 49, was first elected an officer of the company on July 30, 1991.
Mr. Holleran has served as senior vice president and general counse! since 1996 and previously
served as vice president and general counsel beginning in 1991. He joined Boise in 1979.

Christopher C. Milliken, 58, was first elected an officer of the company on February 3, 1995,
Mr. Milliken has served as senior vice president, Boise Office Solutions, since 1997 and previously
served as vice president, Boise Office Solutions, beginning in 1995, He joined Boise in 1977.

Information concerning our Audit Committee financial expert is set forth under the caption
“Audit Committee Report” in our proxy statement and is incorporated by reference.

We have adopted a Code of Ethics that applies to all Boise employees and directors, including
our senior financial officers. Copies of the Code are available, free of charge, on our website at
www.bc.com, by clicking on “Investor Relations,” and then “Corporate Governance.” You also may
obtain copies of this Code by contacting our Corporate Communications Department, 1111 West
Jefferson Street, PO Box 50, Boise, Idaho 83728, or by calling 208/384-7990.

ITEM 11. EXECUTIVE COMPENSATION

nformation concerning compensation of Boise’s executive officers for the year ended
December 31, 2003, is presented under the caption “Compensation Tables” in our proxy statement.
This information is incorporated by reference.




ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND
. MANAGEMENT AND RELATED STOCKHOLDER MATTERS

{a) Information concerning the security ownership of certain beneficial owners as of December 31,
2003, is set forth under the caption “Ownership of More Than 5% of Boise Stock™ in our proxy
statement and is incorporated by reference.

(b) Information concerning security ownership of management as of December 31, 2003, is set
forth under the caption “Stock Ownership—Directors and Executive Officers” in our proxy
statement and is incorporated by reference.

(c) Information concerning compliance with Section 16 of the Securities Exchange Act of 1934 is
set forth under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in our
proxy statement and is incorporated by reference.

Equity Compensation Plan Information

Our shareholders have approved all the company’s equity compensation plans, including the
Director Stock Compensation Plan (DSCP) and 2003 Boise Incentive and Performance Plan (BIPP).
These plans are designed to further align our directors’ and management’s interests with the
company’s long-term performance and the long-term interests of our shareholders. Our
shareholders also approved an amendment increasing the number of shares of common stock
available for issuance under the BIPP

The following table summarizes the number of shares of our common stock that may be issued
under our equity compensation plans as of December 31, 2003.

Number of Securities to Weighted Average Number of Securities Remaining

Be Issued Upon Exercise Price of Available for Future issuance
Exercise of Outstanding Under Equity Compensation
Outstanding Options, Options, Warrants, Plans (Excluding Securities
Plan Category(a) Warrants, and Rights and Rights Reflected in the First Column)
Equity compensation plans approved
by security holders . . . ... ... ... 8,457,888 $32.16 5,919,144
Equity compensation plans not
approved by security holders . . . . . — — —

Total . .................... . 8,457,888 $32.16 5,919,144

(@) The number of securities to be issued upon the exercise of outstanding options, warrants, and rights also includes
options previously granted under the Director Stock Option Plan and 1984 Key Executive Stock Option Plan. Both of
these plans were replaced by the Boise Incentive and Performance Plan. Neither (i) interests in shares of common stock
in the Boise Cascade Common Stock Fund or Series D Preferred Stock in the Employee Stock Ownership Plan (ESOP)
fund held by the trustee of the company’s 401(k) Savings and Suppiemental Retirement Plan nor (i) the deferred stock
unit component of the company’s 2001 Key Executive Deferred Compensation Plan (DCP) is included in this table. For
information regarding the number of shares of common stock and ESOP preferred stock held by the 401(k) trustee, see
“Ownership of More Than 5% of Boise Stock” in our proxy statement incorporated by reference. For information
regarding the deferred stock unit component of our DCP, see the “Summary Compensation Table” in our proxy
statement. As of December 31, 2003, there were 158,667 stock units outstanding in the deferred stock unit component
of the DCP.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information concerning certain relationships and related transactions during 2003 is set forth
under the caption “‘Business Relationships” in our proxy statement and is incorporated by
reference.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information concerning principal accountant fees and services is set forth under the caption
“Audit Committee Report—Audit, Audit-Related, and Other Nonaudit Services” in our proxy
statement and is incorporated by reference. : ,




PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON

(@)

FORM 8-K '

The following documents are filed as a part of this Form 10-K:
(1) Consolidated Financial Statements.

The Consolidated Financial Statements, the Notes to Consolidated Financial Statemehts,
the Independent Auditors’ Report, and the Report of Management are presented in
“Item 8. Financial Statements and Supplementary Data” of this Form 10-K.

¢ Consolidated Balance Sheets as of December 31, 2003 and 2002.

+ Consolidated Statements of Income (Loss) for the years ended December 31, 2003,
2002, and 2001. ’

* Consolidated Statements of Cash Flows for the years ended December 31, 2003, 2002,
and 2001.

* Consolidated Statements of Shareholders’ Equity for the years ended December 31,
2003, 2002, and 2001.

* Notes to Consolidated Financial Statements.
* Independent Auditors’ Report.
* Report of Management.

(2) Financial Statement Schedules.

All financial statement schedules have been omitted because they are inapplicable, not
required, or shown in the financial statements and notes in “Iltem 8. Financial Statements
and Supplementary Data” of this Form 10-K.

(3) Exhibits.

A list of the exhibits required to be filed as part of this report is set forth in the Index to
Exhibits, which immediately precedes such exhibits and is incorporated by reference.

Reports on Form 8-K.

On October 8, 2003, we filed a Form 8-K with the Securities and Exchange Commission to
furnish the press release pre-announcing our third quarter 2003 financial results.

On October 20, 2003, we filed a Form 8-K with the Securities and Exchange Commission to file
the Terms Agreement and Form of Fourth Supplemental Indenture for our 6.5% Senior Notes
Due 2010 and 7.0% Senior Notes Due 2013.

On October 21, 2003, we filed a Form 8-K with the Securities and Exchange Commission to

. furnish the earnings release announcing our third quarter 2003 financial results and selected

pages from our Third Quarter 2003 Fact Book.

On December 9, 2003, we filed a Form 8-K with the Securities and Exchange Commission to
report the results of the votes cast with respect to the special shareholders meeting held in
cannection with the OfficeMax transaction.
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(c)

On December 23, 2003, we filed a Form 8-K with the Securities and Exchange Commission to
file consolidated financial statements of OfficeMax and to report on the resuits of the merger.

On January 7, 2004, we filed a Form 8-K with the Securities and Exchange Commission to
furnish the Boise Office Solutions investor conference webcast presentation materials.

On January 22, 2004, we filed a Form 8-K with the Securities and Exchange Commission to
furnish the earnings release announcing our fourth quarter 2003 financial results and selected
pages from our Fourth Quarter 2003 Fact Book.

On February 17, 2004, we filed a Form 8-K with the Securities and Exchange Commission to
furnish our Fourth Quarter'2003 Fact Book.

On February 19, 2004, we filed an amended Form 8-K with the Securities and Exchange
Commission to amend the Form 8-K originally dated February 17, 2004, in order to revise the
“Financial Highlights” and “Consolidated Balance Sheets” pages.

On February 20, 2004, we filed an amended Form 8-K with the Securities and Exchange
Commission to file Boise’s unaudited pro forma condensed combined financial information as
of September 30, 2003, and for the nine- and twelve-month periods ended September 30,
2003, and December 31, 2002, respectively.

Exhibits.
See Index to Exhibits.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized. :

Dated ‘March 2, 2004

)

(i)

(iii)

(iv)

Boise Cascade Corporation

i By /s/ George J. Harad

George J. Harad:
Chairman of the Board and Chuef Executive
Oificer

Pursuant to the requirements of the Securities Exchange Act of 1934, '(hIS report has been
signed below by the following persons, on behalf of the registrant and in the capacities mdlcated
on March 2, 2004. :

Signature

Capacity _

Principal Executive Officer:
' [s/ George J. Harad

George J. Harad
Principal Financial Officer:
/s/ Theodore Crumley

Theodore Crumley

Principal Accounting Officer:

/s/ Thomas E. Carlile

Thomas E. Carlile
Directors:
{s{ George J. Harad

George J. Harad
/s/ Claire S. Farley

Chairman of the Board and Chief Executuve
Officer

Senior Vice PreS|dent and Chief Flnan0|a|
Officer

Vice President and Controller

Claire S. Farley
/s/ Rakesh Gangwal

A. William Reynolds

/s/ Francesca Ruiz de Luzuriaga

Rakesh Gangwal
/s/ Richard R. Goodmanson

Francesca Ruiz de Luzuriaga
/s/ Jane E. Shaw

Richard R. Goodmanson

{s/ Edward E. Hagenlocker

Jane E. Shaw"

/s{ Carolyn M. Ticknor

Edward E. Hageniocker
/s/ Gary G. Michael

Carolyn M. Ticknor
/s/ Ward W. Woods

Gary G. Michael
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Consent of Independent Accountants

To the Board of Directors and Shareholders of Boise Cascade Corporation:

We consent to the incorporation by reference in the registration statement (No. 33-28595) on
the post-effective amendment No. 1 to Form S-8; registration statement (No. 33-21964) on the
post-effective amendment No. 1 to Form S-8; registration statement (No. 33-31642) on Form S-8;
registration statement (No. 333-105223) on Form S-8; registration statement (No. 333-37124) on
Form S-8; registration statement (No. 333-41033) on the pre-effective amendment No. 1 to
Form S-3; registration statement (No. 333-86425) on Form S-8; registration statement
{No. 333-86427) on Form S-8; registration statement (No. 333-61106) on Form S-8; registration
statement (No. 333-74450) on Form S-3; registration statement (No. 333-86362) on Form S-3; and
the registration statement (No. 333-110397) on Form S-8 of Boise Cascade Corporation of our
report dated January 29, 2004, with respect to the consolidated balance sheets of Boise Cascade
Corporation as of December 31, 2003 and 2002, and the related consolidated statements of income
(loss), shareholders’ equity, and cash flows for each of the years in the three-year period ended
December 31, 2003, which report appears in the December 31, 2003, annual report on Form 10-K
of Boise Cascade Corporation.

Our report refers to the adoption of Statement of Financial Accounting Standards {SFAS)
No. 143 and No. 148, Financial Accounting Standards Board’s (FASB) Emerging Issues Task Force
Issue No. 02-16, and FASB Interpretation No. 46, as revised, effective in 2003. Our report also refers
to the adoption of SFAS No. 142, effective in 2002.

/s/ KPMG LLP

Boise, ldaho
March 2, 2004




BOISE CASCADE CORPORATION
" INDEX TO EXHIBITS
Filed with the Annual Repoit on Form 10-K for the Year Ended December 31, 2003

Number : Description .
2 (1) Agreement and Plan of Merger dated as of July 13, 2003, among Boise Cascade
Corporation, Challis Corporation, and OfficeMax, Inc.

3.1 (2) Restated Certificate of Incorporation, as restated to date

3.2 (3) Bylaws as amended December 11, 1998

4.1 (4) Trust Indenture between Boise Cascade Corporation and Morgan Guaranty Trust
~ Company of New York, Trustee, dated October 1, 1985, as amended

4.2 (6) Revolving Credit Agreement—$560,000,000, dated as of March 28, 2002

4.3 * Renewed Rights Agreement, amended and restated as of December 12, 2003

44 (6) Purchase Contract Agreement between Boise Cascade Corporaﬁon and BNY

Western Trust Company, as purchase contract agent, dated December 5, 2001

45 (6) Amended and Restated Declaration of Trust of Boise Cascade Trust I among
: Boise Cascade Corporation, as depositor, BNY Western.Trust Company, as
propenty trustee, and The Bank of New York (Delaware), as Delaware trustee,
dated December 5, 2001

4.6 (6) Guarantee Agreement between the Boise Cascade Corporation, as guarantor, and
Lo BNY Western Trust Company, as guarantee trustee, dated December 5, 2001

47 (6) Pledge Agreement between Boise Cascade Corporation, JPMorgan Chase Bank, -
as collateral agent, custodial agent, and securities intermediary, and BNY Western
Trust Company, as purchase contract agent, dated December 5, 2001

9 ~* Inapplicable , o
10.1 * Key Executive Performance Plan for Executive Officers, as amended through
‘ September 26, 2003 ' I
10.2 * 1986 Executive Officer Deferred Compensation Plan, as amended through
' September 26, 2003
10.3 °  * 1983 Board of Directors Deferred Compensation Plan, as amended through
September 26, 2003
104 ° * 1982 Executive Officer Deferred Compensation Plan, as amended through
' September 26, 2003 '
10.5 {7) Executive Officer Severance Pay Policy, as amended through December 11, 1992
10.6 *  Supplemental Early Retirement Plan for Executive Officers, as amended through |
September 26, 2003 ;
10.7 * Boise Cascade Corporation Supplemental Pension Plan, as amended through
September 26, 2003
10.8 " * 1987 Board of Directors Deferred Compensation Plan, as amended through

September 26, 2003
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Number
10.9

10.10
10.11

10.12

10.13
10.14

10.15
10.16

10.17
10.18
10.19

10.20
10.21
10.22
10.23
10.24

10.25
10.26

10.27

11
121
12.2

13
14
16

Description

1984 Key Executive Stock Option Plan, as amended through September 26, 2003
1980 Split-Dollar Life Insurance Plan, as amended through September 26, 2003

Form of Agreement with Executive Officers, as amended through September 26,
2003 (for BCC executive officers who are employees of BCC)

Supplemental Healthcare Plan for Executive Officers, as amended through
January 1, 2003

Nonbusiness  Use of Corporate Aircraft Policy, as amended

Executive Officer Financial Counseling Program description, as amended through
July 27, 2000

Form'of Directors’ indemnification Agreement, as revised September 26, 2003

Deferred Compensation and Benefits Trust, as amended by the Form of Sixth
Amendment dated May 1, 2001

Director Stock Compensation Plan, as amended through September 26, 2003
Director Stock Option Plan, as amended through September 26, 2003

1995 Executive Officer Deferred Compensation Plan, as amended through
September 26, 2003

1995 Board of Directors Deferred Compensation Plan, as amended through
September 26, 2003

1995 Split-Dollar Life Insurance Plan, as amended through September 26, 2003

Form of Agreement with Executive Officers, as amended through September 26,
2003 (for Boise Office Solutions executive officers who are executive officers of

BCC)

2001 Key Executive Deferred Compensation Plan, as amended through
September 26, 2003

2001 Board of Directors Deferred Compensation Plan, as amended through
September 26, 2003

Kéy Executive Performance Unit Plan, as amended through September 26, 2003

2003 Director Stock Compensation Plan, as amended through September 26,
2003

2003 Boise incentive and Performance Plan, as amended through December 12,
2003

Computation of Per-Share Earnings
Ratio of Earnings to Fixed Charges

Ratio of Earnings to Combined Fixed Charges and Preferred Dividend
Requirements

Inapplicable
Code of Ethics

Inapplicable




Number , Description

18 Inapplicable

21 - - * Significant subsidiaries of the registrant

22 Inapplicable _

23 . * Consent of KPMG LLP (see page )

24 ~ Inapplicable

31.1 * CEO Certification Pursuanf 'tb Section 302 of the Sarbanes-Oxiey Act of 2002
31.2 * CFO Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

32 *  Section 906 Certifications of Chief Executive Officer and Chief Financial Officer of

Boise Cascade Corporation

* Filed with this Form 10-K.

(1) Exhibit 2 was filed under the same exhibit number in Boise’s Current Report on Form 8-K filed
on July 14, 2003, and is incorporated by reference.

(2) Exhibit 3.1 was filed as exhibit 3 in Boise’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 1996, and is incorporated by reference.

(3) Exhibit 3.2 was filed under the same exhibit number in Boise’s 1998 Annual Report on
Form 10-K and is incorporated by reference.

(4) The Trust Indenture between Boise Cascade Corporation and Morgan Guaranty Trust
Company of New York, Trustee, dated October 1, 1985, as amended, was filed as exhibit 4 in
the Registration Statement on Form S-3 No. 33-5673, filed May 13, 1986. The First
Supplemental Indenture, dated December 20, 1989, to the Trust Indenture between Boise
Cascade Corporation and Morgan Guaranty Trust Company of New York, Trustee, dated
October 1, 1985, was filed as exhibit 4.2 in the Pre-Effective Amendment No. 1 to the
Registration Statement on Form S-3 No. 33-32584, filed December 20, 1989. The Second
Supplemental Indenture, dated August 1, 1990, to the Trust Indenture was filed as exhibit 4.1
in Boise’s Current Report on Form 8-K filed on August 10, 1990. The Third Supplemental
Indenture, dated December 5, 2001, between Boise Cascade Corporation and BNY Western
Trust Company, as trustee, to the Trust Indenture dated as of October 1, 1985, between Boise
Cascade Corporation and U.S. Bank Trust National Association (as successor in interest to
Morgan Guaranty Trust Company of New York) was filed as exhibit 99.2 in Boise’s Current
Report on Form 8-K filed on December 10, 2001. The Fourth Suppiemental Indenture dated
October 21, 2003, between Boise Cascade Corporation and U.S. Bank Trust National
Association was filed as exhibit 4.1 in Boise’s Current Report on Form 8-K filed on October 20,
2003. Each of the documents referenced in this footnote is incorporated by reference.

(5) Exhibit 4.2 was filed as exhibit 4 in Boise’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2002, and is incorporated by reference.

(6) Exhibits 4.4, 4.5, 4.6, and 4.7 were filed as exhibits 99.4, 99.7, 99.9, and 99.10, respectively, in
Boise’s Current Report on Form 8-K filed on December 10, 2001, and are incorporated by
reference.

(7) Exhibits 10.5 and 10.13 were filed as exhibits 10.5 and 10.14 in Boise’s 1993 Annual Report on
Form 10-K and are incorporated by reference.
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(8) Exhibit 10.12 was filed as exhibit 10.13 in Boise’s 2002 Annual Report on Form 10-K and is
incorporated by reference.

(9) Exhibit 10.14 was filed as exhibit 10.15 in Boise's 2000 Annual Report on Form 10-K and is
incorporated by reference.

(10) The Deferred Compensation and Benefits Trust, as amended and restated as of December 13,
1996, was filed as exhibit 10.18 in Boise’s 1996 Annual Report on Form 10-K. Amendment
No. 4, dated July 29, 1999, to the Deferred Compensation and Benefits Trust was filed as
exhibit 10.18 in Boise’s 1999 Annual Report on Form 10-K. Amendment No. &, dated
December 6, 2000, to the Deferred Compensation and Benefits Trust was filed as exhibit 10.18
in Boise’s 2000 Annual Report on Form 10-K. Amendment No. 6, dated May 1, 2001, to the
Deferred Compensation and Benefits Trust was filed as exhibit 10 in Boise’s Quarterly Report
on Form 10-Q for the quarter ended September 30, 2001. Each of the documents referenced
in this footnote is incorporated by reference.

The text for our Form 10-K is printed on
Lightweight Opaque paper produced by
Boise's papermakers at our St. Helens, Oregon, mill.
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Exhibit 11

BOISE CASCADE CORPORATION AND SUBSIDIARIES
Computation of Per Share Earnings

Year Ended December 31
2003 2002 2001
(thousands, except per-share amounts)

Basic

Income (loss) before cumulative effect of accounting changes . $17,075  $ 11,340  $(42,501)
Preferred dividends(a) ... .. ... ... ... ... . . .. (13,061) (13,101) (13,085)
Basic income (loss) before cumulative effect of accounting

Changes . ... ... e 4,014 (1,761) (55,586)
Cumulative effect of accounting changes, net of income tax . .. (8,803) — —
BasicloSS . . ............. S AU $ (4,789) $ (1,761) $(55,586)
Average shares used to determine basic income (loss) per

common share . . . .. e 60,093 58,216 57,680
Basic income (loss) per common share before cumulative

effect of accountingchanges . .............. ... . ... $ 07 § (03 .$ (96
Cumulative effect of accounting changes ................ (.15) - —
Basic loss percommonshare ........................ $ (08 $ (03) S (.96)
Diluted |
Basic income (loss) before cumulative effect of accounting ,

Changes . ... .. o $ 4014 $ (1,761) $(55,586)
Preferred dividends eliminated . ... .................... 13,061 13,101 13,085
Supplemental ESOP contribution . ..................... (11,829) (11,809) (11,738)
Diluted income (loss) before cumulative effect of accounting

changes . ... ... .. . e 5,246 (469) (54,239)
Cumulative effect of accounting changes ................ (8,803) — —
Diluted loss . . .. ... .. R $(3,557) $ (469) $(54,239)
Average shares used to determine basic loss per common

Share. . .. e 60,093 58,216 57,680
Stock optionsand other. . ...... .. ... ... oL 734 355 447
Series D Convertible Preferred Stock ................... 3,353 3,519 3,670
Average shares used to determine diluted income (loss) per

COMMON SharE . . . . . et e e e 64,180 62,090 61,797
Diluted income (loss) per common share before cumulative -

effect of accountingchanges ............. ... ... ..., $ 08 (s (O1)DBS (.88)(b)
Cumulative effect of accounting changes ................ (.14) — —
Diluted foss per common share(b) ..................... $ (06) $ (01) $ (.88)

(a8) The dividend attributable to the company’s Series D Convertible Preferred Stock held by the company’s ESOP
(employee stock ownership plan) is net of a tax benefit.

(b) For the years ended December 31, 2003, 2002, and 2001, the computation of diluted loss per common share was
antidilutive; therefore, amounts reported for basic and diluted loss were the same.




Exhibit 12.1

BOISE CASCADE CORPORATION AND SUBSIDIARIES
Ratio of Earnings to Fixed Charges

Year Ended December 31
2003 2002 2001 2000 1999

(thousands, except ratios)

Interestcosts . .................. $134,930 $133,762 $129,917 $152,322 $146,124
Guarantee of interest on ESOP debt . . . 3,976 6,405 8,732 10,880 12,856
Interest capitalized during the period. . . 391 3,937 1,945 1,458 238
Interest factor related to noncapitalized

leases(@) ........ ... 15,974 11,128 11,729 13,394 13,065
Total fixed charges. . .............. $155,271 $155,232 $152,323 $178,054 $172,283

Income (loss) before income taxes,

minority interest, and cumulative

effect of accounting changes. . .. ... $ 19,297 $ (12,214) $ (48,558) $298,331 $355,940
Undistributed (earnings) losses of less ‘ :

than 50% owned entities, net of

distributions received . ... ... ... .. (8,695) 2,435 8,039 (2,061) (6,115)
Total fixed charges. . .. ............ 155,271 155,232 152,323 178,054 172,283
Less: Interest capitalized . ... ....... (891) (3,937) (1,945) (1,458) (238)

Guarantee of interest on ESOP ‘
debt . ... ~ (3,976) (6,405) (8,732)  (10,880)  (12,856)
Total earnings before fixed charges. ... $161,506 $135,111 $101,127 $461,986 $509,014

Ratio of earnings to fixed charges. . . .. 1.04 — - 2.59 295

Excess of fixed charges over earnings
before fixed charges . . .. ......... $ — $ 20,121 % 51,196 § — 5 —

(a) Interest expense for operating leases with terms of one year or longer is based on an imputed interest rate for eac
lease. .




and Preferred Dividend Requirements

Exhibit 12.2

BOISE CASCADE CORPORATION AND SUBSIDIARIES
Ratio of Earnings to Combined Fixed Charges

Year Ended December 31

Interestcosts . ..................

Interest capitalized during the period. . .

Interest factor related-to noncapitalized
leases(@) » . ...

Total fixed charges. .. .............
Preferred stock dividend requirements—
pretax . ...

Combined fixed charges and preferred
dividend requirements . ..........

Income (loss) before income taxes,
minority interest, and cumulative
effect of accounting changes. . ... ..

Undistributed (earnings) losses of less
than 50% owned entities, net of
distributions received . ...........

Total fixed charges. . ..............

Less interest capitalized . .. .........

Total earnings before fixed charges. . ..

Ratio of earnings to combined fixed
charges and preferred dividend
requirements . .................

Excess of combined fixed charges and
preferred dividend requirements over
total earnings before fixed charges . .

lease.

2003 2002 2001 - 2000 1999
- (thousands, except ratios)

$‘1 34',930 $133,762 $129,917 '$152,322 $146,124
391 3,937 1,945 1,458 238
15,974 11,128 11,729 13,394 13,065
151,295 148,827 143,591 167,174 159,427
13,864 14,548 15,180 16,019 17,129
$165,159 $163,375 $158,771 $183,193 $176,556
$ 19,297 $(12,214) $ (48,558) $298,331 $355,940
(8,695) . 2,435 8,039 (2,061) (6,115)
151,295 148,827 143,591 167,174 159,427
(391) (3,937) (1,945) (1,458) (238)

$161,506 $135,111 $101,127 $461,986 $509,014

— — 2,52 2.88

$ 3653 $ 28264 $ 57644 $ — $ —

(@) Interest expense for operating leases with terms of one year or longer is based on an imputed interest rate for each




Exhibit 31.1

CEO CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, George J. Harad, chief executive officer of Boise Cascade Corporation, certify that:
I have reviewed this annual report on Form 10-K of Boise Cascade Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the
period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual
report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) for the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls
and procedurss to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this annual report is
being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this annual report based on such
evaluation; and ' : ‘

c. disclosed in this annual report any change in the registrant’s internal control over financial
reporting that occurred during the period covered by the annual report that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of registrant’s board of directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who
have a significant role in the registrant’s internal control over financial reporting.

Date: March 2, 2004

/s/ George J. Harad

George J. Harad
Chief Executive Officer




Exhibit 31.2

CFO C’ERTIFVIC‘ATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

|, Theodore Crumley, chief financial officer of Boise Cascade Corporation, certify that
| have reviewed this annual report on Form 10- K of Boise Cascade Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstanices under which such statements were made, not mlsleadlng with respect to the
period covered by this annual report;

3. Based on my knowledge, the financial statemenfs, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual
report; : :

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) for the registrant and have:

a. designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this annual report is
being prepared; '

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this annual report based on such
evaluation; and

c. disclosed in this annual report any change in the registrant’s internal control over financial
“reporting that occurred during the period covered by the annual report that has materially
affected, or is reasonably likely to materiaily affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant’s auditors and the audit
committee of registrant’s board of directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal
~control over financial reporting which are reasonably likely to adversely affect the
registrant’s ability to record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves managemént or other employees who
have a significant role in the registrant’s internal contro! over financial reporting.

Date: March 2, 2004

/s/ Theodore Crumley

Theodore Crumley
Chief Financial Officer




Exhibit 32

SECTION 906 CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND
CHIEF FINANCIAL OFFICER OF
BOISE CASCADE CORPORATION

We are providing this Certificate pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
18 U.S.C., Section 1350. It accompanies Boise Cascade Corporatlon s annual report on Form 10-K
for the year ended December 31, 2003.

I, Gebrge J. Harad, Boise Cascade Corporation’s chief executive officer, certify that:

(i) the Form 10-K fully complies with the requirements of Section 13(a) or Section 15(d)
of the Securities Exchange Act of 1934 (15 U.S.C. 78m(a) or 780(d)); and

(i) the information contained in the Form 10-K fairly presents, in all material respects,
Boise Cascade Corporation’s financial condition and results of operations.

/s/ George J. Harad

George. J. Harad
Chief Executive Officer

I, Theodore Crumley, Boise Cascade Corporation’s chief financial officer, certify that:

(i) the Form 10-K fully complies with the requirements of Section 13(a) or Section 15(d)
of the Securities Exchange Act of 1934 (15 U.S.C. 78m(a) or 780(d)); and

(i) the information contained in the Form 10-K fairly presents, in all material respects,
Boise Cascade Corporation’s financial condition and results of operations.

s/ Theodore Crumley

Theodore Crumley
Chief Financial Officer

Dated: March 2, 2004

A signed original of this written statement required by Section 906 has been provided to Boise
Cascade Corporation and will be retained by Boise Cascade Corporation and furnished to the
Securities and Exchange Commission or its staff upon request.




General Information

Boise’s website at www.bc.com contains additional information about the company and our
businesses in the Corporate Information section. The Investor Relations section contains many of
our financial documents, including recent annual reports, proxy statements, quarterly and annual
fact books, financial news releases, and Securities and Exchange Commission filings. Information
for shareholders is available under Shareholder Services in the Investor Relations section. The
Environment section of the website contains information about Boise's environmental practices and
positions on environmental issues as well as our environmental publications.

Contact information

Investor, broker, security analyst contact
Investor Relations Department, 208 384 6390 or e-mail investor@bc.com

Public information and company publications
Corporate Communications Department, 208 384 7990 or e-mail bcweb@bc.com

Shareholder information
Shareholder Services Department, 800 544 6473 or e-mail shareholder@bc.com

Additional information

Annual meeting

Our annual meeting of shareholders will be held at 2 p.m. (Mountain daylight
time) on Thursday, April 15, 2004, in Boise, |daho. Proxy material will be mailed
on or about March 8, 2004, to shareholders of record as of February 23, 2004.

Exchange listing
Boise’'s common stock (symbol BCC) and our convertible equity securities
(symbol BEP) are listed on the New York Stock Exchange.

Transfer agents and registrars
Common stock
Boise Cascade Corporation, Boise, Idaho (transfer agent)
U.S. Bank National Association, Boise, Idaho (registrar)
Wells Fargo Bank Minnesota, N.A., South St. Paul, Minnesota
(co-transfer agent and registrar)

7.50% Adjustable Conversion-Rate Equity Security Units
Boise Cascade Corporation, Boise, Idaho, and BNY Western Trust Company,
Seattle, Washington (co-transfer agents and registrars)

Auditors
KPMG LLP




The cover for our Form 10-K is printed on
65 Ib. Boise™ Smooth Opaque Cover paper produced by
Boise’'s papermakers at our St. Helens, Oregon, mill.

Boise is a trademark of Boise Cascade Corporation.
Sustainable Forestry Initiative and SFi are registered service marks of the
American Forest & Paper Association, Inc.




